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WORLD NEWS 


Credit Suisse says 
it has settled with 
Holocaust survivor 
over family money 

Credit Suisse, the Swiss banking 
group, said yesterday it had settled 
a dahn by Holocaust survivor 
Estate Sapir, now 80, that it had 
turned her away and kept her fami- 
ly's wealth when she could not 
produce a death certificate for her 
father, who perished In a Nazi 
death camp. 

Prfca rises for angry Indonesians 

Indonesia's president Suharto 
risked further unrest by raising fuel, 
transport and electricity prices as 
part of his pledges to the Interna- 
tional Monetary Fund. Page 22 

US push far Tokyo stimulus 
Washington will use a series of 
International meetings, starting with 

talks among the Group of Sevan 
Industrialised countries In London, 
to increase outside pressure on 
Japan to make good Its promise to 
stimulate Its economy and help the 
rest of Asia weather the economic 
crisis. Page 10 

Mayor to challenge Netanyahu 

Tel Aviv’s mayor Ron! Milo said he 
would quit Israel's governing Likud 
party to challenge Benjamin Netan- 
yahu for the premiership through a 
new centrist party. Page 7 

Romania pledges IMF accord 
Romania's new prime ministar, 

Racki Vasil a, pledged that the 
country wM reach an accord with 
the international Monetary Fund by 
June IS on a loan agreement 
Pages 

Waves from Canada water dad 

Canada's trash water could... . . 
become subject to international ' 
trade regulations after Ontario 
issued a permit fora smafl com- 
pany to draw water from Lake 
Superior for export to Asia It 
raised feats Canada could be • . 
obliged to sell water to the US 
under the North American Free 
Trade Agreement. Page 10 

Croatian n a tio nal i s t leader dtai 

Croatian defence minister Gojko 
Susak, leader of the nationalist tac- 
tion in the ruftng party, has died of 
lung cancer. Page 5 

Thai central bankers resign 
Thafland’a central bank governor 
and several deputies resigned 
ahead of the release of an official 
Inquiry Into aHeged mismanage- 
ment of the economy before last 
year's baht devaluation. Paged; 
Observer, Page 21 

Ufa wfflmrt paroto for Unabombar 

"Untfsomber" Theodore KuczynsM 
was sentenced in Sacramento. 
California, to four terms of life fri 
prison without parole for a 17-year 
campaign of anti-technology 
bombings that killed three people 
and makned more than 20 others. 

Book award for Patti Wahbneir 
Patti Wakfmelr, FT Washington 

correspondent and former Scxrih 
Africa correspondent, was last 

night presented with the 1998 New 
York Public Library Helen Bernstein 
award for her book on South 
Africa, Anatomy of a M&sete. The - 
award is made annually for axcaF 
lenoe In Journalism. The bode Is 
published by W.W. Norton In the 
US and VTking/Penguki In the UK. 


BUSINESS NEWS 


Loss-makjng Saab 
halts car output as 
Danish strike hits 
parts suppliers 

Saab, loss-making Swedish 
automotive group 50 per cent 
owned by General Motors of the 
US. halted car production after 
running out of essential compo- 
nents from Danish plants hft by a 
week-old national strike. Page 23 

Hoechst German chemicals and 
pharmaceuticals group, add It 
might float two businesses making 
organic chemicals and potymers 
with combined sales exceeding 
DM1 Obn ($5.4bn). Page 23 

NafioasBank, North Carolina bank, 
was fined $6. 75m by US regulators 
for mis -selling risky securities to 
elderly customers. Page 10 

Dana Corporation. US automotive 
components manufacturer, 
emerged as a “white knight” bidder 
for car parts maker EehUa Page: 
23; Lex, Page 22 . 

The Qow Jones Industrial Average 
could cause disruption if It tops 
10,000, Industry analysts warned, 
because much computer software 
can deal only with four-digit index 
flgiras. Page 22 

SE Bankon of Sweden pulled out of 
the race to take over polish Devel- 
opment Bank, leaving the ttakl 
dear for Poland’s Bcport Develop- 
ment Bank. Page 24 

GHdenaMor. German machine tool 
company, has teamed up with two 
Ng US equipment makers In ‘ 
Jong-term supply deals. Page 26 

UoyiFs of London Insurance 
market mayoyeftjapl.ltscanturies- 
6td system of capital pip*Son by 
which underwriters raise fresh 
funds each year. Page 12 

KNP, Dutch packaging group, has 
five bidders competing to buy its 
corrugated cardboard operations h 
a deal estimated to be worth about 

F13bn ($1.5bn). Page » 

Christiania Bank, Norway’s second 
largest bank, launched a NKrlQbn 
($2.6bn) bid for Storebrand, the 
country's biggest insurer. Page 24 

Cbrnn. UK venture capital group, 
has raised gl.Sbn ($2L5bn) from 50 
international Institutions to Invest In 
buy-outs In the UK and continental 
Europe, Page 30 

Lafarge, French building materials 
group, launched a FFr4bn (3850m) 
disposal programme to finance Its 
expansion in emerging markets. 

Page 23 

Fatah, US clothing company, 
agreed to a $93m takeover by . 
Tropical Sportswear International, a 
US maker of own-label casual 
clothes. Page 23 

Cisco Systems, US Internet 
networking company, said ft had 
agreed to purchase Class Data 
Systems, a private networking 
start-up company based, h Israel 
and Caflfomia. tor $S0m. Page 28 
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Chirac and 
Kohl under 
fire for bank 
compromise 

EU’s achievement in getting single 
currency off the ground is praised 





Biodiversity Rhdne-Alpes 

Recent catastrophes are Crucial period for France's 
a global wake-up call top industrial region 

FT Guide, Page 12 Survey, Pages 15-18 


By Lacy Sray hi Been sad 
Robert Graham to Paris 


Political controversy continued 
y e s ter da y over the deal on the 
presidency of the European Cen- 
tral Bank struck at the weekend 
summit in Brussels, despite a 
favourable reaction from 
Europe's financial markets. 

Helmut Kohl, the German 
chancellor, cam» nw jw fire from 
a Bundesbank council member, 
opposition Social Democrats and 
the European Parliament for 
bowing to French pressure in 
agreeing that the Dutchman Wim 
Duisenbeig will make way after 
four years for France’s Jean- 
Claude Trichet, 

Some French politicians critic- 
ised President Jacques Chirac for 
Ids triumphalist presentation of 
the German concession. But oth - 
ers drew attention to the EITs 
achievement in launching the 
euro; 

“The attitude of the head of 
state gave the impression there 
was a deal in favour, of France, 
when it was in favour of Europe. 
This rendered no service to the 
cause of .constructing Europe," 


said the Socialist party leader, 
Francois Hollands. 

The official spokesman for 
Tony Blair, UK prime minister, 
commented that the markets had 
reacted to the deal “with rather 
greater maturity than the media” 
and said: "We got the right deci- 
sion in the end. A fudge and a fix 
was actually avoided.” 

In Berlin, Klaus-Dleter 
Kfthbacher. a Bundesbank Coun- 
cil member, said the deal violated 
the European Union’s 1992 Maas- 
tricht Treaty. But when asked 
what action the Bundesbank 
could take in response to the 
compromise, ha replied: ‘•No thing 
at alL This is up to the govern- 
ments ... Today we should have 
been celebrating this historic 
day. but they ruined it” 

The SFD said the deal had cast 
doubt on the central bank's inde- 
pendence and on the chancel- 
lor’sclaims that only he could 
safeguard German interests in 
Europe. 

Mr Kohl, whose posters for 
Germany’s September 27 general 
election feature the slogan “for a 
strong euro", dismissed all the 
criticism. The financial markets 



Thao Waled, German finance minister, blows a horn to mark the start of a reSway bulking project near Augsburg 
yesterday. Rfr Waigd said: The Independence of the central bank has of course been assured.’ Picture; Reuters 
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had reacted well, he said, noting 
that by mid-morning the dollar 
was slightly weaker against the 
D-Mark in Frankfurt 
He said Mr Duisenberg's deci- 
sion to stand down during his 
eight-year term was a personal 
one. "We named the best man for 
the Job. It is his decision to stand 


down and I must respect it" 

Theo Waigel, German finance 
minister, said: “The indepen- 
dence of the central bank has of 
course been assured." 

However, Mr Kohl could not 
quell criticism that suggested 
last Saturday's wrangle had 
weakened his electoral position 


and his standing in Europe. 

Ingrid MattMus-Maier, an SPD 
member of parliament, said: 
"Kohl is badly weakened domes- 
tically and no longer has the 
clout to get things done abroad.” 
Erwin Huber, the Bavarian 
finance minister and a senior 
member of the Christian Social 
Union, sister party of Mr Kohl's 
CDU, also criticised the compro- 
mise. He said Bavaria would be 
“the critical watchdog" over the 
euro's future stability. 

German newspapers were 
scathing. The mass circulation 
daily Slid headlined its coverage: 
“A rotten compromise". The lib- 
eral Sdddeutscbe Zeitung com- 
mented that Mr Kohl "left the 
euro battlefield damaged”. 


Markets are undeterred by Brussels fudge 


Hqy< taFi>ri teto raact Bd ‘ 


By Stanu (taper, Vincent Bated 
and Jeffrey Brown in London 



Financial markets yesterday 
reacted favourably to the launch 
of Europe’s single currency and 
showed little concern at the 
fudged deal to choose the first 
head of the European central 
bank. 

The D-Mark dropped initially 
against the dollar but later recov- 
ered all its losses, while Euro- 
pean bonds fell only modestly 
and stock markets surged. 

Many London currency traders 
bad been called in to work on 
their bank holiday, as the market 
prepared for a .frenzy that never 


materialised. .The D-Mark shed 1 
pfennig against the -dollar tn 
early trading, but by late US 
trading had recovered to 
DM1.7803, only 0.1 pfennigs below 
its Friday London close. 

Perhaps the main effect of the 
row ova* the ECB presidency on 
the markets was to increase 
belief that European interest 
rates would rise soon. 

Some strategists said the Bund- 
esbank might raise German rates 
in order to support the D-Mark 
and underline that European 
monetary policy will remain 
tight. The Bundesbank had 
warned against a fudge over the 
ECB presidency. 


European government bond 
markets fell slightly on the belief 
that Europe faced higher interest 
rates, which are invariably bad 
news for bonds. 

The yield on 10-year German 
bunds rose four basis points to 
4.95 per cent, but it remains 
below the important 5 per cent 
leveL 

European share markets 
surged, mostly in reaction to a 
stronger Wall Street. Analysts 
said the gains had been mostly 
driven by a post May Day 
catch-up. By theEuropean dose 
yesterday, the Dow Jones Indus- 
trial Average had put on more 
than 300 points since Wednesday. 


Rescue moves closer 
for Credit Lyonnais 


Bf Swmr istawtar to 


.The European Commission 
yesterday moved closer to agree- 
ing a proposed French aid pack- 
age for CridSt Lyonnais, the trou- 
bled bank, after the French 
government offered further 


“Progress has been achieved 
over the weekend... in particu- 
lar regarding compensatory mea- 
sures; on the basis of new propos- 
als by the French authorities," 
the Commission said. 

Jacques Santer, president of 
the Commission, hripqd avoid a 
deadlock In negotiations. Last 
week he reassured the French 
authorities that a compromise 
was within reach and that Brus- 
sels was seeking a solution to 
ensure the viahfltty of the bunk. 

Hie French plan to provide at 
least FFrlOOhn ($16.4ba) in aid 
bad been hold up by a dispute 
over the sale of assets. Until last 
week the Commission had con- 
tested the terms of a French pro- 
posal to seQ FFr620bn of bank 
assets. It claimed some of the 
assets had been counted twice 

The breakthrough was readied 
as Karel .Van. Miert, . European 
competition commissioner, and 
Dominique Strauss-Kahn, French 
finance minister, mat during the. 
weekend summit that finalised 

♦hft tarittfth of Rm-n pown p ffffinmip; 

and monetary union. 

. A Commission nffl cfal said the 
French government had 
suggested, . "additional asset 
These are believed to 


include banking operations 
mainly in Asia. 

In return, Brussels is thought 
to have been more lenient 
towards sales of Credit Lyonnais' 
European assets. In the past, the 
finmmiiarirm had demanded that 
Crfidlt Lyonnais sell most of its 
European operations outside 
France. Yesterday, the official 
said Mr Van Miert understood 
that the bank "wants to keep 
some operations in London and 
Luxembourg". 

However, Credit Lyonnais 
would have to give up its Belgian 
operations and sell BfO, its Ger- 
man subsidiary. 

The Commission and the 
French authorities are also in 
agreement over plans to privatise 
the bank before the end of next 
year. 

Mr Van Miert, who would pre- 
fer a sale to the highest bidder, 
seems to have softened bis 
stance. The official said Mr Van 
JVfierfs main concern was that 
the privatisation was undertaken 
, in "an open and transparent” 
manner. 

This does not rale out a stock 
market flotation, which is Mr 
Strauss-Kahn’s preferred solu- 
tion. Mr Van" Miert will tomorrow 
inform his colleagues of the lat- 
est developments, at the Commis- 
sion’s weekly meeting. 

It is now necessary to check 
and complete certain aspects that 
are still pending,” the Commis- 
sion's statement said. 

No nidi to merge. Page 24 
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The euro: single currency, multiple injuries 


Lionel Barber 

recounts the race 
for the ECB 
presidency and 
the price of 
Chirac's 
insistence on a 
Frenchman 

O n the evening 
of November 3 
last year Jean- 
Claude 
Juncker, the 
youthful prime minister of 
Luxembourg, received an 
urgent telephone call from 
President Jacques Chirac of 
France. 

A European Union summit 
on employment was barely a 
fortnight away. Juncker, 
who would chair the meet- 
ing as holder of the rotating 
EU presidency, assumed that 
the call was related. He 
could not have been more 
wrong. 

Chirac announced that be 
was about to nominate Jean- 
Claude Trichet, governor of 
the Rank of Prance, as presi- 
dent of the future European 
Central B ank. The ECB was 
to be based in Frankfurt, 
Germany. It was “normal” 
that the top job should go to 
a Frenchman. 

Juncker was stunned. He 
had assumed the post of 
ECB president - the most 
powerful unelected job in 
the European economic and 
monetary union - would go 
to VVim Duisenberg. the 
Dutch central banker who 
enjoyed the support of 14 EU 
governments. 

Juncker asked whether 
Chirac had informed Chan- 
cellor Helmut Kohl of Ger- 
many or Wirn Kok. the 
Dutch prime minis ter. No. 
came the reply. Juncker 
requested that the Elysee 
contact Kok. who was travel- 
ling in New Zealand. He 
would deal with the Ger- 
mans. 

The Luxembourg® rs were 
left open-mouthed by the 
French demarche, but the 
Dutch were outraged. Kok. 
woken up early in the morn- 
ing on the other side of the 
world, took the call from 
Paris calmly but exploded in 
his next conversation with 
The Hague. 

Duisenberg was equally 
amazed. He had just pre- 
sided over an informal meet- 
ing of EU central bank gov- 
ernors in Frankfurt at which 
Trichet had been present. 
Not a word had been said. 

The next morning he 
received Trichet in his office. 
Why did you do this? he 
asked. 

Trichet explained that this 
was the way the French 
worked. When the president 
of France asks a civil ser- 
vant to do something, there 
is no choice but to obey. 

So that is as far as Lhe 
independence of the central 
bank goes. Duisenberg 
replied. 

Coup d’etat 

Six months later, at the end 
of a momentous weekend 
summit in Brussels, the bat- 
tle over the appointment of 
the first ECB president has 
ended in an uneasy compro- 
mise. 

Duisenberg has agreed 
"voluntarily" to step down 
half way through his eight- 
year term. The French have 
won a political commitment 
that Trichet will be his suc- 
cessor. 

Set against the genuinely 
historic decision to proceed 
with Emu. the battle over 
Lhe ECB appointment looks 
a minor affair. 

But the story offers a rare 
insight into the manner In 
which Europe's leaders con- 
duct business. It also reveals 
the tensions between elected 
politicians and unelected 
central bankers whose 
power has expanded expo- 
nentially in a world of mone- 
tary orthodoxy and liberal- 
ised capital. 

It is also a story about the 
decline of Helmut Kohl, 
Europe's premier statesman 
and one of the architects of 
Emu. and his uneasy rela- 
tionship with Jacques Chi- 
rac. an unpredictable, impul- 
sive character who has 
confounded allies at home 
and abroad with high-risk 
gambles which have never 
quite paid off. 

The origins of the ECB 
row do not, however, lie in 
French or German politics. 
They go back to the spring 
of 1993 when EU leaders 
were casting around for a 
suitable candidate to head 
the European Monetary 
institute (Emi), the body in 
Frankfurt charged with 
managing the transition to 
the single currency. 

Most EU central bankers 
favoured Duisenberg. But he 



turned down the approach. 
A bon viveur with a weak- 
ness for strong cigarettes, he 
was comfortable as governor 
of the Dutch central 
bank. 

Colleagues suspected there 
was another reason: he 
shared their doubts about 
whether Emu would ever get 
off the ground. 

EU leaders were dismayed. 
The Maastricht treaty stipu- 
lated that the Emi had to 
start operations on Janu- 
ary 1 1994. In desperation, 
they turned to Alexandre 
Lamfalussy. the professorial 
former president of the Bank 
of International Settlements 
in Basle; but he. too, turned 
down the job. 

Lamfalussy said he was 
almost 65. young enough to 
take on a three-year terra at 
the Emi but too old to move 
on to the job or president of 
the ECB - a job which, he 
confessed, he would have 
killed for had he been a few 
years younger. 

However, the Belgian gov- 
ernment eventually broke 
Lamfal ussy's resistance. As 
holder of the rotating EU 
presidency, it needed to set- 
tle the Emi job and settle a 
long-running debate about 
where to locate the future 
ECB and a dozen other EU 
agencies. 

The final deal was struck 
in October. At German insis- 
tence. the bank went to 
Frankfurt. Lamfalussy 
accepted the Emi job, but on 
two conditions: first, that he 
could leave early if things 
did not work out; and. sec- 
ond, that he would make no 
commitment to seek another 
three-year term. 

Lamfalussy feared that a 
delay in Emu beyond the tar- 
get launch date of January 1 
1999 would leave him stuck 
at the Emi. But if Emu went 
ahead on schedule but EU 
leaders could not agreed on 
an ECB president he could 
find himself press-ganged 
into serving the full eight- 
year term mandated by the 
Maastricht treaty. 

Hence his insistence on a 
firm date far retirement to 
focus minds on a successor 
who would be well-placed to 
take over when the Emi 
metamorphosed into the 
ECB on July 1 1998. 

The idea of building a 
bridge between the Emi and 
ECB jobs was logical. The 
transition to the irrevocable 
fixing of exchange rates 
among Emu qualifiers on 
January 1 1999 was a period 
of maximum uncertainty in 
the financial markets. The 
post of Emi/ECB president 
would be a point of 
continuity. 

Yet the economic logic of a 
seamless changeover was 
politically tricky. The Maas- 
tricht treaty stipulated that 
central bankers had the 
power to recommend a nomi- 
nee far Emi president which 
EU heads of government 
would approve by unanim- 
ity. The ECB Job was also 


subject to the same unanim- 
ity but, crucially, the right 
to recommend a nominee lay 
with EU finance ministers. 

In early 1996. Lamfalussy 
reminded his colleagues that 
he intended to leave by the 
end of the year. He had sev- 
eral conversations with 
Hans Tietmeyer, president of 
the Bundesbank, who urged 
him to stay on. 

However, in late April, he 
received a call from Duisen- 
berg who said he was ready 
to take the job. Tietmeyer 
had exerted pressure on him 
to take the job. 

Duisenberg said be had to 
consult the Dutch central 
bank and his wife. In Wash- 
ington, in the margins of the 
IMF-World Bank meeting, 
Tietmeyer bad one question: 
“Have you asked your wife?" 

At last Duisenberg gave a 
clear commitment, albeit 
with two conditions. First, 
he did not want to move to 
Frankfurt until July 1 1997 - 
six months later than sched- 
uled. The Netherlands was 
due to take over the rotating 


his colleagues and the 
announcement came the 
next day. 

Jacques Santer, president 
of the European Commis- 
sion. would later describe 
the attempt to engineer the 
ECB succession as a central 
bankers' “coup d’etat". 
There were grumbles at a 
meeting of EU finance minis- 
ters on the fallowing Mon- 
day. 

But the man most out- 
raged was Jacques Chirac. 

Enter Monsieur 
Trichet 

Chirac heard the official con- 
firmation of the Duisenberg 
appointment on May 14 
when he was attending an 
Anglo-French summit in 
Londoorwith John Major, the 
UK prime minister. 

Yves-Thibault de Silguy. 
EU monetary affairs com- 
missioner. tracked down a 
top Chirac adviser in Lon- 
don: his advice was to tor- 
pedo Duisenberg on the 


The story offers a rare insight into 
how Europe’s leaders conduct 
business and reveals the tensions 
between elected politicians and 
unelected central bankers whose 
power has expanded exponentially in 
a world of monetary orthodoxy 


EU presidency on January l 
1997 and Duisenberg said he 
did not want to leave during 
this period - not least 
because the Amsterdam 
summit was dne to be held 
In the Dutch central h ank. 

The second condition was 
even more important: Duis- 
enberg wanted a reasonable 
assurance that he would 
move from the Emi to the 
ECB. His central bank col- 
leagues agreed unanimously, 
and proceeded to sound out 
their national governments 
within an agreed 10 -day 
deadline. 

All but two of the 15 gov- 
ernments gave a positive 
response: France and Italy. 
The latter failure was under- 
standable because the gov- 
ernment of Lamberto Dini 
had fallen: but the silence 
from France was ominous. 

Trichet blamed his own 
poor relations with Chirac 
and the Gaullist-led govern- 
ment. Neither was enam- 
oured with his tight mone- 
tary policy. As a sign of 
support, Trichet wrote a per- 
sonal note or support for 
Duisenberg which the 
Dutchman later deposited in 
his personal safe. 

On Monday May 13. EU 
central h ank governors 
blessed the deal. Lamfalussy 
agreed to stay on for another 
six months. Duisenberg was 
unanimously approved by 


grounds that it was a trans- 
parent attempt to engineer 
the ECB succession. But he 
was advised that central 
bankers were in line with 
the treaty. 

An internal Elys€e memo- 
randum drew up two 
options: either to veto Duis- 
enberg or to accept with res- 
ervations, signalling tha t the 
Emi appointment in no way 
prejudiced the decision on 
the ECB presidency. 

Chirac raised his concerns 
at the Dublin summit in 
December 1996. But the 
meeting was dominated by a 
titanic clasb between the 
French and the Germans 
over the terms of the Stabil- 
ity Pact far enforcing bud- 
getary discipline in the 
future euro zone, if neces- 
sary through draconian 
sanctions. 

Kohl and Chirac, their 
faces almost touching, tore 
into each other. After 17 
hours of negotiations, the 
Stability Pact was renamed 
the Stability and Growth 
Pact to take account of 
French demands that more 
attention should be paid to 
job creation. When Chirac 
slipped in his reservations 
about the ECB succession, 
few took the gesture at face 
value. 

Shortly afterwards, Chirac 
confided to de Silguy that he 
had a French candidate far 


the ECB job: Michel Cam- 
dessus. the managing direc- 
tor of the International Mon- 
etary Fund. 

Chirac dropped several 
hints about the ECB job but 
□ever explicitly asked Cam- 
dessus to leave Washington. 
When rumours appeared In 
the press, Camdessus, who 
bad just been appointed to a 
third term at the IMF. made 
clear he preferred the world 
stage to Europe. The Asian 
financial crisis, which 
erupted last summer, killed 
off any lingering hopes of 
persuading Camdessns to 
move. 

So Mr Chirac was left with 
two choices: Jacques de 
Larosiere. the former head of 
the Bank of France and the 
IMF and soon-to-retire as 
head of the European Bank 
for Reconstruction and 
Development: and Jean- 
Claude Trichet. Neither was 
ideal. 

De Larosiere was nearing 
70 and a well deserved retire- 
ment. Trichet had impecca- 
ble credentials as a central 
banker, but his attachment 
to hard money and high 
interest rates had made him 
unpopular with both the left 
and right in Paris. 

Chirac was searching for a 
means of reasserting his 
authority at home. In the 
spring he had gambled on 
early parliamentary elec- 
tions, only to see his Gaull- 
ist-UDF government crushed 
by a Rainbow coalition led 
by the Socialists. What bet- 
ter ruse than to put Trichet 
□p for the top ECB job, 
wrapped in the tricolour, 
and force Lionel Jospin, the 
new prime minister, to go 
along? 

When Jospin hesitated, 
Chirac warned him that he 
risked undermining the 
interests of France - a 
remark which some aides to 
the prime minister took as a 
threat to leak the matter to 
the press. So Jospin went 
along reluctantly, though he 
would later exact his 
revenge. 

Dominique Strauss-Kahn, 
the powerful economics and 
finance minister, was even 
more dismayed. He knew the 
Germans would be infuri- 
ated by -the Trichet nomina- 
tion. He was more interested 
in winning Bonn’s support 
for strengthening the Euro-X 
club - the infor mal grouping 
of euro zone finance minis- 
ters - as a political counter- 
weight to the ECB. 

But Chirac prevailed. In 
mid-October Trichet was 
summoned secretly to the 
Elysee to see the president 
and to the Matignon to see 
Jospin. He accepted the nom- 
ination without reservation. 

Denouement 

Chirac announced his 
demarche on November 4, 
the day before Kohl was due 
in Paris. French officials say 
Kohl was forewarned at the 
regular Franco-German sum- 


mit in Alsace Lorraine a 
fortnight before. 

German officials are less 
clear, though it seems that 
Kohl did not try to dissuade 
Chirac from plunging ahead. 
At the Luxembourg summit 
on employment, the chancel- 
lor expressed regret that the 
ECB presidency had turned 
into a matter of prestige and 
called for a wise compro- 
mise. 

Enter Jean-Claude 
Juncker and the Luxem- 
bourg presidency of the EU. 
In Dublin, 1 2 months before, 
Juncker had played an 
invaluable role as mediator 
between Kohl and Chirac on 
the Stability Pact. 

He intended to try for a 
repeat performance. But he 
was diverted by two other 
EU rows: Turkey’s bid for 
membership of the EU and 
Britain's demands for access 
to the Euro-X club. 

At the Luxembourg sum- 
mit. Tony Blair, the British 
prime minister, spent six 
hours wrangling with the 
French over Euro-X. Tem- 


pers frayed. Chirac's officials 
bad-mouthed Blair as a 
Labour version of Margaret 
Thatcher. Juncker, who had 
hoped to produce a compro- 
mise involving early 
retirement for Duisenberg, 
kept the deal in his 
pocket 

Early in the New Year, at 
the instigation of Kohl, 
Juncker made a fresh effort 
to break the deadlock. One 
option was to introduce a 
mandatory age for retire- 
ment for the ECB president 
such as 67, m ir roring similar 
rules at the Bundesbank. 

Another idea was to obtain 
an assurance from Duisen- 
berg that be would leave 
half-way through his term to 
make way for Trichet 

Chirac dug in. He knew 
Duisenberg's birthday by 
heart: June 9 1935. A mes- 
sage came from Paris: surely 
the most elegant solution 
would be for him to retire on 
June 9 2000, his 65th birth- 
day. 

Duisenberg grew frus- 
trated. He had nothing 
against the French. He spoke 
the language and had a 
house in the Provence. He 
had even been awarded the 
Legion d'Honneur, In recog- 
nition of his role 
in supporting the French 
franc during the wave 
of currency speculation In 
1992-93. 


But he was also a proud 
man: he was not prepared to 
go on bended knee to the 
Elysee to win Chirac mund. 
He saw that as an affront to 
his professional Integrity 
and the independence of the 
future European Central 
Bank. 

He was also baffled by 
reports from Paris that Chi- 
rac’s opposition was not per- 
sonal but was largely linked 
to the French president's dis- 
taste for the Netherlands’ 
soft drugs laws. 

The battle over the ECB 
was to become a war of 
nerves between the French. 
Dutch and Germans. At this 
point, the British, who 
held the rotating EU presi- 
dency. began to become 
worried. 

On May 1-3, the EU was 
due to select the founder 
members of Emu, the most 
Important development in 
Europe since the fall of the 
Berlin wall. Failure to agree 
on the ECB presidency 
risked turning the Brussels 
summit into a fiasco which 


could unsettle the financial 
markets. 

Blair inquired whether 
Britain could act as honest 
broker, but was told politely 
that this was a matter 
between the Dutch, French 
and Germans. AH would be 
sorted out. 

The Brussels 
summit 

Early on Saturday afternoon. 
May 2, Blair formally con- 
vened the Brussels summit 
to decide the founder mem- 
bers of monetary union and 
the ECB presidency. But 
instead of starting with a 
lunch for all EU leaders, he 
broke off and convened a 
meeting between Chirac. 
Jospin. Kohl and Kok. 

British officials explained 
that Blair - with one eye on 
the recent breakthrough in 
the Northern Ireland peace 
talks - calculated that it 
would be Impossible to settle 
differences with 15 heads or 
government round one table. 

Soon the differences 
between the Dutch, French 
and Germans emerged. Chi- 
rac was adamant that Duis- 
enberg should be out of the 
ECB by January l 2002 . Kok 
held firm. Kohl was uneasy. 
Blair telephoned Duisenberg. 
The Dutchman repeated ear- 
lier private assurances that 


he would stop down early 
but .it a time of his own 
choosing. 

As the meeting dragged 
on. other EU leaders began 
to feel left out. Juncker 
made a couple or acid 
remarks, .lean-1. uo Dchaene. 
the Belgian prime minister, 
threatened to convene a sep- 
arate lunch in central Brus- 
sels. 

By late afternoon. Kohl. 
Kok and Chirac appeared to 
be coming round to June 
•JOitt the final date for the 
switch-over from national 
currencies to euro notes and 
coins. Blair checked with 
Duisenberg who said he was 
happy, subject to a text. 
Kohl appealed for a reason- 
able solution. 

Then something went 
wrong. Duisenberg. who had 
reportedly had contacts with 
Tietmeyer. stiffened his 
opposition to a precise date. 
Gerrit Zalm, the Dutch 
finance minister, also urged 
Kok not to accept a date. He 
was worried about how a 
fudge would appear in the 
Dutch general election on 
May 6. 

But the most surprising 
shift came within the Ger- 
man delegation which 
included Kohl. Klaus Kinkel, 
foreign minister. Then Wai- 
gel. finance minister, and 
Tietmeyer. "Kohl was turned 
over," says one insider. 

German disarray emerged 
during a one-hour meeting 
with the Dutch delegation. 
By the time Blair spoke 
again to Duisenberg in per- 
son. French demands for a 
firm departure date had run 
into a dyke of resistance. 

Pressure on Chirac to 
strike a deal was mounting. 
Jospin had left for New Cal- 
edonia, in effect daring Chi- 
rac to veto Duisenberg and 
provoke a Dutch veto of 
Trichet which would have 
wrecked the summit. Blair 
warned Chirac that the 
search for a third candidate 
would create uncertainty. 

Finally. Blair came up 
with a formula which EU 
lawyers had devised some 
time before: Duisenberg 
would make a personal, vol- 
untary statement that he 
would take early retirement. 
He would rend out the state- 
ment to EU leaders in the 
summit conference room. 

It was a memorable 
moment - nothing as dra- 
matic as the birth of the 
euro but a reminder that the 
new central bank would be 
accountable to the politi- 
cians. Chirac had made his 
point - and he had secured a 
commitment that the next 
ECB president would be 
French. 

Yet Chirac bad pressed the 
French cause with scant 
attention to the re-election 
interests of a hard-pressed 
Helmut Kohl, nominally his 
closest ally and the man who 
has made a career of subju- 
gating German national 
interests In the name of 
Europe. It was a high price. 


It is an account of the decline of 
Helmut Kohl, one of the architects of 
Emu, and his uneasy relationship with 
Jacques Chirac, an impulsive 
character who has confounded allies 
with high-risk gambles that never 
quite pay off 
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_ Que stions for nominees 


Euro-MPs to 
attack ECB 
compromise 


By Mchad Snath in Biusssts 


The deal an the presidency 
of the European Central 
Bank reached at the Brus- 
sels summit at the weekend 
was strongly criticised by 
European parliamentarians 
yesterday as the parlia- 
ment's legal services depart- 
ment prepared a recommen- 
dation an its legality. 

The department has been 
asked by the Sodahat group 
to give its advice by Thurs- 
day, when a leading commit- 
tee is due to start question- 
ing the nominees for the 
executive board, including 
Who Duisenberg, nominated 
for the presidency. 

The European Commis- 
sion, the EITs executive, yes- 
terday insisted that the deal, 
by which Ur Duisenberg ha** 
agreed to step down mid-way 
through his eight-year term, 
did not infringe ELT treaties. 

Senior MEPs said it was 
unlikely that the parliament 
would be able to mount a 
legal challenge. Most agreed 
that, although parliament 
may give . an opinion on the 
. nominees, it has no powers 
- to block the deal. 

“We will be extremely 
. careful about doing some- 
thing which could damage 
the euro,” said one. 

None the less, many MEPs 
. agreed with Jose Maria GD- 
Robles, the parliament's 
president, that the agree- 
ment violated the spirit of 
the Maastricht treaty. 

Pauline Green, leader of 
the Socialist group, 
expressed concern that “pom: 
old Duisenberg” had had to 
stand up and say he had 
been subject to no political 
pressure. “It makes you 
Want tO Start a campaign to 
free the Frankfort Ona" 

She described the weekend 
deal-making as “unaccept- 
able shenanigans". 

Among members of the 
economic and monetary 
affairs committee which 
questions bank nominees on 
Thursday and Friday, Heidi 
Hautala, a Finnish Green 
member, said she thought 


“we should, look at possibili- 
ties to block the deaL it 
threatens the independence 
of the central bank” 

Christie Randzio pjath, a 
German Socialist, said the 
deal was an expression of 
the weakness of President 
Jacques Chirac of France 
and Chancellor Helmut Kohl 
of Germany. However; she 
Said, “Duisenberg can be as 
independent as he wants to 
be. There is no threat to his 
independence.” She said the 
parliament had no p owers to 
block the appointment. 

Jan Kees Wlebanga. a 
Dutch. Liberal, said the 



ECB WATCH A SIGH -OF RELIEF FROM. BANKERS AS FIRST EURO-ZONE FIGURES ARE RELEASED 




BnamuiKhdlaiiOD 
OmuMT pdcaskrtteBBo-nm 



Coosuw picas fcr (heehaw 
pBlMpBtfelfl BtBlBB 


row 


taAauk&ot 


European central bankers 

yesfeday breathed/a S)gh of 
reEefi the fioandsi markets 
were scarcely concerned 
with the txmtxbversiai deal 
to appoint Whn-Dmsenbmg 
as head ■ of the European 
Central Bank fora truncated 
term. 

Compared to the excited 
political reaction over the 
ECB board appointments, 
markets took the- view' that 
the ECB’s credibility will not 
be much affected, one way 
or the other. 

Graham Bishop, special 
adviser . on economic and 
monetary union at Salmon 
Brothers in London, said: 


“The real question-is: does it 
matter? Win a board of 17 
members, of whom Duisen- 
berg is one. conduct policy 
in a different way simply 

- because- he' has a term of. 
four as opposed to eight 
years? Of course not" 

Mr- Duisenb erg's “volun- 
tary" declaration at the EU 
summit -that he would retire 
approximately half-way into 
hl$ eight-year term is still 
seen as a .shoddy dompro- 

- mise. But the markets seem 
to have concluded that this 
wimp m m itf ma y have dam- 
aged th«> politicians more 
than the ECB. : 

EU central .bankers view 
credibility as ~a complex- 
issue. It takes ttmp to build 
and destroy, and It derives 


from consistency, not brutal- 
ity. Personalities matter, but 
only as they hpip 

the' consistency of monetary 
policy. In that sense the 
appointment of Mr Dtxisen- 
berg for four years, to be fol- 
lowed by Jean -Claude Tric- 
' het, the governor of the 
Bazik of France, for eight 
years, will make far greater 
conslsteucy- 

And so did the appoint- 
ment of' the other board 
members, especially those of 
Otmar Issing. the Bundes- 
bank’s chief economist, and 
Tomasso Padoa Sehippoa,- 
the Italian economist and 
one of the intellectual godfa- 
thers of Emu. 

The economic backdrop 
also makes it extremely 
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unlikely that the ECB will 
embark on a course of puni- 
tive monetary tightening. 

Eurostat, the EU's statisti- 
cal office, published the first 
statistics for the euro-zone 
yesterday. Consumer price 
inflation for the 11 -country 
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region stood at 1.2 per cent 
in March, unchanged from 
February, and down from 1.5 
per cent in March 1997. 

The data show that the 
monetary environment into 
which the ECB is born is rel- 
atively benign. The level of 


interest rates is bound to 
rise foom current levels - 
maybe as early as this 
month - but the monetary 
environment does not give 
European central bankers 
much leeway to play credi- 
bility games. 


Vending machine makers lose 50 cent battle 


By Ucfaaal Smite 


A campaign by vending 
machine operators to press 
the -European union to 
increase the thickness of 
proposed SO cent coins ' for 
the single currency appears 


to have ended in failure. 

EU ministers accepted 
recommendations at the 
Brussels summit at the' 
weekend .by the European 
Commission to stick to origi- 
nal piarm on the coins in 
spite of vending operators' 


complaints that they would 
lead to fraud. The Commis- 
sion had ordered a redesign 
when the vending industry 
said earlier this year that 
machinery would find it dif- 
ficult to distinguish between 
50 and 20 cent coins. But it 


reverted to the original pro- 
posals after objections from 
the European Blind Union. 

The commission said yes- 
terday it was satisfied that 
there was enough of a differ- 
ence between 50 and 20 cent 
coins. It believes machinery 


can be adjusted to distin- 
guish between them. 

Countries which are to 
use the single currency are 
anxious to begin minting the 
76bn euro coins, which will 
come into use in 2002. 
France hopes to start 


production this year. 

The coin regulations have 
already been approved in 
outline by the European Par- 
liament. 

The EBU has said it wants 
a completely new set of 
coins. 


Groan: Tree the Frankfurt One 1 . 

Ashley Ashwood 

deal was not-tbe best possi- 
ble bat ' “for me it was 
acceptable” and it was con- 
stitutional. “'Any .-other 
appointment, would have 
been worse,” he said. A 
rejection hy ; parliament of 
the deal would jeopardise 
the start of the euro, he said. 

Ingo Friedrich, a represen- 
tative of the Bavarian Chris- 
tian Social Union (CSU), said 
the dad cast a shadow over 
the start of the euro. But the 
currency would be a success 
an d paritement would accept 
the board nominees. 

The economic and mone- 
tary affairs committee wID 
decide in Strasbourg next 
Monday on their recommen- 
dations to the full parlia- 
ment: The parliament will 
vote on the Wednesday. 


New campaign 
on pay- 1 


■mi. 



By Samer btaadar in Brussels 

European media groups are 
stepping up their campaign 
to block the approval by 
European Union competition 
authorities of the proposed 
German pay-TV project by 
CLT-UEa and Kirch. 

Their efforts come after, 
executives from the two 
m edia companies held sev- 
eral meetings with European 
Commission officials last 
week, including an unsched- 
uled session on Friday. The 
meetings have led rival 
groups to believe the Com- 
mission is softening its oppo- 
sition to the proposed 
merger of Kirch’s DF-1 digi- 
tal pay-TV company with 
Premiere, an analogue 
pay-TV venture jointly 
owned by the two groups 
and Canal Plus of France. 

‘ A 50-50 joint venture 
would be achieved by split- 
ting the Canal Plus 37 per 
cent stake between Kirch, 
the Munich-based company 
which already owns 25 per 
cent, and CLT-Uftt, the Lux- 
embourg-based company 40 
per cent owned by Ger- 
many’s Bertelsmann. 

- “Our concern is that even 
if the deal Is cleared with 
strict conditions, these 


would not be enough to pre- 
vent. a strengthening, of jthe 
proposed venture’s] domi- 
nant market position,” said 
Andreas Weiss, ‘ head of 
international relations at 
ARD. the German public sec- 
tor television. . ' .. 

Last week, Kirch offered to 
make a quarter of its film 
library available to other 
broadcasters and to grant 
licences to build' decoder 
bases, essential for receiving' 
its programmes. 

A Commission official said 
yesterday the offer was “not 
enough yet". However, he 
added, the gesture signalled 
that “the companies are will- 
ing to make more conces- 
sions”. 

Karel Van Miert, European 
competition commissioner,, 
has expressed concern that' 
the venture, in- its initial 
form, would have denied 
other broadcasters access to 
its distribution system and 
given Premiere a monopoly 
on popular films and sports 
events. 

The Commission is also 
investigating & related plan 
involving Deutsche Telekom, 
the partly privatised tele- 
^ nmmiini catiQpg operat or, to 
own and operate the digital 
TV distribution platform. 
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Another Deloitte Consulting Difference 


Strategy 

and 

technology 

deliver 

results. 
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DELOITTE 

CONSULTING: 

Strategy 

and technology 

only deliver 

promises. 

People and processes 
deliver results. 


Some consultants specialise in strategy. Others focus on new technology. 
What too many fail to recognise is that without significant change to the 
processes people use with these new strategies or technologies, 
their promised returns wfl] never be fully realised. 

At Deloitte Consulting we have always understood how critical people are 
to implementing real, lasting change. You can see It in our working style - a 
uniquely flexible, respectful and collaborative approach that prompted 
one analyst to tell Computenoorid * “We hear time and again 
that they are the most user-friendly.’' 

Which is important Because it helps us get your entire organisation, 
from boardroom to backroom, to buy into changes at band. 
And gives us the ability to transfer the knowledge and skills your people 
will need to deliver the full benefits of any new strategies and technologies. 
And to keep those improvements from unraveling after we’ve gone. 

For results you can count on today. And build on tomorrow. 


A very different approach. For very different results. 


Deloitte & Touche Consulting 
Group 


ODetotRe 6 Touche Consulting Croup lid. 'Compuiemorid. July 28. 1997 
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Finland eager to spread the Emu message 


An information campaign on the remote 
Aland Islands shows Helsinki's dedication 
to the single currency, reports Tim Burt 


Living with 
the euro 

Small ferry boats carrying 
mail and supplies around the 
Aland Islands this week will 
begin delivering information 
packs on European economic 
and monetary’ union (Emu) 
to every household in the 
remote Baltic Sea archipel- 
ago. 

Farms and fishing commu- 
nities scattered among the 
6,500 islands - marooned 
midway between Sweden 
and F inlan d - will receive 
detailed information on how 
the single currency could 
affect local prices, salaries 
and pensions. 

This is the northern fron- 
tier of the euro-zone and the 
Finnish government, one of 
the single currency’s most 
ardent enthusiasts, is deter- 
mined to demonstrate that 


even inaccessible outposts 
will be frilly appraised of its 
implications. 

Sweden and Denmark 
have decided not to join the 
euro, citing public scepti- 
cism and fears of a soft cur- 
rency. Much to the chagrin 
of the European Commis- 
sion, Sweden has so far 
refused to Implement an EU- 
funded information cam- 
paign to raise awareness of 
the new currency. 

But In Finland, the birth 
of the euro has led the gov- 
ernment to undertake the 
country’s biggest such cam- 
paign, setting out the likely 
benefits of euro membership. 

In spite of Aland's isola- 
tion. and despite confusion 
and doubts about the new 
currency, the islanders will 
get to know the euro well 
ahead of the Swedish main- 
land - even though the new 
currency will be adopted 
from the start by many 
Swedish companies. 



Paavo Lipponen. the Finn- 
ish prime minister who 
boasts family roots in Aland, 
says the FMl0m-FM12m 
(S1.8m-$2.2m> information 
campaign is just the latest 
stage of the country's single 
currency preparations. 

■’We are already living 
under Emu conditions with 
low interest rates and stabil- 
ity in the economy as far as 
inflation is concerned,” he 
says. 

Political analysts, how- 
ever, maintain that public 
enthusiasm for the euro is 
less than overwhelming, par- 
ticularly In outlying parts of 
the country such as the 
Aland islands. 

Scepticism in the archipel- 
ago is rooted In its geo- 
graphic and historical prox- 
imity to Sweden. Until 1809 
the islands were a Swedish 
territory: then Russian for 
more than 100 years; and 
subsequently a self-govern- 
ing part of Finland. 

But the official language 
and culture is Swedish. Mar- 
iehamn, the Aland capital, 
remains a very Swedish 
town and many islanders 


share the euro-scepticism of 
the old motherland. 

The islands already treat 
F innish markka and Swed- 
ish krona as common cur- 
rencies. because of the Swed- 
ish tourists who come to 
enjoy the coast and tax-free 
status. From next year 
banks, shops and businesses 
will offer euro quotations or 
price levels alongside the 
two other currencies. 

In a bid to avoid confu- 
sion. the Bank of Aland is 
distributing its own informa- 
tion to business clients on 
how to handle transactions 
and invoicing in euros. 

B ut, says Peter GrOnlund, 
vice-chairman at the 
bank: “It is going to be 
a mess. For a while we will 
have to deal with three cur- 
rencies.” 

At Viking Line, the pas- 
senger ferry group based in 
Mariehamn. the flow of euro- 
related news has been spo- 
radic at best "We have not 
been impressed by the infor- 
mation," says Kent NystrOm. 
Viking's deputy managing 
director. “We are having to 


find out by ourselves what 
to do, the situation is far 
from clear." 

Mr NystrOm regards 
uncertainty over the euro's 
status as a soft or hard cur- 
rency as the main threat to 
the project And until it has 
proved itselC Viking will not 
switch accounting or invoic- 
ing out of markka. 

Roger Nordlond, Aland's 
finan ce minister, says that, 
despite pockets of euro-scep- 
ticism, every community 
will receive further Informa- 
tion on the transition to the 
single currency. “The opin- 
ion about the EU here is neg- 
ative, and there is a lot of 
suspicion in the islands,” he 
admits. 

“But we cannot change 
what has been decided in 
Helsinki, even if we feel 
closer to the debate in Swe- 
den. We must be pragmatic 
about the euro and prepare 
ourselves as best we can for 
its arrival” 

This is the first m a series of 
articles examinin g the euro’s 
impact on economic and 
social life in Europe and 
beyond. 


‘Impasse’ in Cyprus 
talks, says Holbrooke 


By Andreas Hadftjapas 
Nicosia 


Richard Holbrooke, the US 
special envoy to Cyprus, said 
yesterday that peace moves 
on the island had reached a 
“temporary but serious 
impasse", after three days of 
talks with Greek and Turk- 
ish Cypriot leaders. 

Mr Holbrooke, who bro- 
kered the 1995 Dayton 
accords on Bosnia, had tried 
to restart United Nations- 
sponsored peace negotiations 

between the two Cypriot 
communities for the reunifi- 
cation of the divided island. 
But he said that two condi- 
tions set by Rauf Denktash. 
the Turkish Cypriot leader, 
made it "extremely difficult” 
to make any progress. 

Mr Denktash insisted on 
international recognition of 
his Turkish Republic of 


Northern Cyprus before 
agreeing to a new round of 
talks with Glafcos Clerides, 
president of the internation- 
ally recognised state of 
Cyprus, as well as leader of 
the Greek Cypriots. 

Mr Denktash also 
demanded that Cyprus pull 
out of the negotiations it 
began a month ago to join 
the European Union. 

Mr Holbrooke reiterated 
the US position that while 
the EU had done nothing 
wrong in opening member- 
ship talks with Cyprus, it 
had made a mistake in not 
inviting Turkey as weiL “We 
believe that Turkey's candi- 
dacy for E(J membership 
should be considered on the 
same basis as other existing 
applicants, recognising that 
such membership could take 
many years,” he said. 

The best chance for prog- 


ress was for the two sides in 
Cyprus to devise a method 
by which they could both 
participate in EU negotia- 
tions as political equals. 

Mr Holbrooke had no prog- 
ress to report on Greek Cyp- 
riots' decision to buy S-300 
anti-aircraft missiles from 
Russia. American and Brit- 
ish officials have urged Mr 
Clerides to cancel the missile 
order. 

The government has said 
it would cancel or put off 
deployment of the missiles if 
peace negotiations started 
and made progress. 

The missiles' Russian 
manufacturer said last week 
the missiles would be deliv- 
ered in August a month ear- 
lier than previously 
announced. Over the week- 
end. the Russian govern- 
ment made a formal pro- 
posal to the UN for the 



Hoforooke confro n t * the prase in Nteoeia yes te rday Fbutore 


demilitarisation of Cyprus, 
including an aid to all arms 
purchases and the disband- 
ing of all Greek Cypriot and 
Turkish Cypriot military 
units. 

Greek Cypriot officials 


expressed dismay at Mr Hol- 
brooke's failure to revive the 
peace talks, but said their 
next move would be decided 
at a meeting of the national 
council next Friday chaired 
by Mr Clerides. 


National 
Front in 
election 
setback 

By Robert Sahara to Paris 

France’s Socialist-led 
government yesterday cele- 
brated a by-election upset 
which saw the far-right 
National Front unexpectedly 
lose a seat in the naval town 
of Toulon. 

Odette Cassanova, a 
Socialist backed by the 
entire left wing, scraped 
home by 33 votes, with 50.07 
per cent of support, in yes- 
terday’s second round run- 
off poll Her opponent was 
Cendrine Le Chevallier, the 
wife of Jean-Marie Le Chev- 
allier, the National Front 
deputy for Toulon who was 
forced to give up his seat for 
exceeding the ceiling on 
f-amp gi g p expenses. 

The by-election result 
illustrates the shifting 
ground on the right of 
French politics. 

Mrs Le Chevallier went 
into the second round a clear 
favourite after easily elimi- 
nating the moderate right- 
wing candidates in the first 
round. However, to win she 
needed the backing of at 
least part of the moderate 
right which had helped her 
husband win 53 per cent of 
the vote when he secured 
Toulon, an important 
National Front stronghold, 
in last year's general elec- 
tion. 

On Sunday the right's 
turn-out was poor and a size- 
able portion of those voting 
backed the left rather than 
endorse the National Front 
candidate. Local voters 
appeared to be antagonised 
by the Le Chevallier’s 
attempt to keep the seat 
wi thin the family. 

The Front’s loss means the 
party, which accounts for 15 
per cent of the national vote, 
is now without a single dep- 
uty in the national parlia- 
ment. This will isolate fur- 
ther a party recently labelled 
by President Jacques Chirac 
as “racist and xenophobic". 

But it does nothing to 
resolve the riiiamma of the 
moderate right, which is 
badly split and losing sup- 
porters to the Front 



OLYMPIC AIRWAYS 

Pilots’ overtime deal 
hits restructuring plan 

The board of directors of Olympic Airways. Greece's 
struggling state carrier, yesterday reversed a central prevision 
in the Socialist government’s restructuring plan by agreeing to 
additional overtime payments for pitots. The board was due to 
approve last night a management proposal rastonng privileges 
for pilots which were abolished under a cost-cutting package 
announced last month. Analysts said the decision could 
undermine Olympic's chances of survival. 

The restructuring of the airline is seen as a test of Greece’s 
commitment to carrying out public sector reforms agreed with 
the European Commission in March. The reforms are aimed at 
ensuring that Greece can qualify for Emu by 2001. 

The pitots’ threat to stage an indefinite strike unless their 
demands were met has thrown the government into Confu- 
sion. 

Most of Olympic's unions have already agreed a new busi- 
ness plan which calls for a three-year wage freeze, cute in 
benefits and longer working hours for foe 6,400 employees. 

The Greek economy minister, Yannos Papantoniou, says 
Olympic will have to dose If it cannot control its costs. The 
airline already faces a cash flow crisis following a sharp 
decline in first-quarter revenues, partly caused by strikes and 
work stoppages. Kerin Hope, Athens 


WORLD CUP SOCCER 


Truckers warn of blockade 

A leading French trade union is warning that it may call a new 
track drivers' strike to coincide with this summer’s soccer 
World Cup in France. In foe first of what may be many threats 
of industrial action during the tournament, the Force Ouvrtore 
union says it may mount road blocks in pursuit of a pay 
claim. 

In a totter to the International Transport Workers’ Federation 
the union says It is “perfectly aware of the enormous inconve- 
nience we can cause”, it says it is demanding a rate of FFr56 
($9.40) an hour for a highly qualified driver, compared with 
FFr43.15 at present The union says this is FFr4 above the 
French minimum wage. 

Action by French track drivers has paralysed the country's 
roads twice In the past two years, most recently last Novem- 
ber. David Owen. Paris 


UKRAINE MINING 


Strikes follow subsidy cuts 

Coal miners at 34 Ukrainian mines went on strike yesterday 
following government cuts of up to a third in subsidies to the 
coal industry. The cuts last month were part of a move by the 
government to decrease expenditure by a third in the second 
quarter of this year, a pre-condition for a three-year. $2.5m 
loan from foe International Monetary Fund. 

Last year the government spent about $800m - 5 per cent 
of the budget - on subsidies to foe Industry, where 40 per 
cent of mines are loss making. 

Mikhail Volinets, spokesman for the Independent Union of 
Ukrainian Miners, said the budget cuts “would exacerbate 
socto-psychotogfcal tension in the mining regions”, and min- 
ers were already owed 10 months of back wages on average, 
totalling 2.1bn hryvnia ($1.lbn). Charles Clover, Kiev 
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FDP seeks 
to broaden 
poll support 


EUROPE 




it 


By Pater Nonnan in Bon 



Germany’s small Free 
Democrat party yesterday 
added an overhaul of the 
country’s antiquated nation* 
ality laws and education 
retonn to the election pro- 
gramme it hopes will main- 
tain the party's position as a 
force In national politics this 
year. 

Guido Westerwelle, gen- 
eral secretary, promised that 
the FDP would fight the Sep- 
tember 27 general election 
with "the moat uncomfort- 
able message of all parties*', 
namely that Individuals 
should exercise more respon- 
sibility and the state less 
influence In society. 

Under the slogan “Fewer 
taxes, more Jobs”, the FDP 
committed Itself last month 
to sharply lower tax®, with 
estimated net benefits for 
the taxpayer of D M30 bn 
(J16.8bn). 

The party leadership yes- 
terday announced it would 
campaign on a broader plat- 
form that also stressed social 
and civil rights. Mr Wester- 
wette said a “very prominent 
role in the election cam- 
paign" would be given to a 
proposed overhaul of the 
nationality laws that would 
give to children of foreigners 
born in Germany dual 
nationality until the age of 
18 . when they could cbooGe 
German or their parents’ cit- 
izenship. This plan is 


intended to help integrate 
Germany’s 7m foreign resi- 
dents, including 2 m wnitwr 20 
years old. 

The FDP also wants leg al 
recognition of long-term gay 
relationships, more private 
provision to augment the 
pay-as-you-go state pension 
system and an amalgam- 
ation of state benefits with 
the tax system that would 
result in payment of a "citi- 
zen’s allowance” to the 
needy, ft urges education 
reform to strengthen Ger- 
many's ability to compete 
Internationally, including a 
shortening of time spent at 
school to 12 from is years. 

The party, the junior part- 
ner with the Christian Dem- 
ocratic Union and its Bavar- 
ian sister, the Christian 
Social Union, in Helmut 
Kohl's three-party coalition 
government, faces a tough 
struggle to win the 5 per 
cent share of the vote 
needed for re-election to the 
lower house of the Bonn par- 
liament While opinion pedis 
suggest the FDP should just 
clear the 5 per cent hurdle In 
September, It fell narrowly 
below this level in recent 
state elections in Saxony 
Anhalt and Lower Saxony. 

Claiming the FDP was the 
only German party commit- 
ted to thoroughly market-ori- 
ented policies, Mr Wester- 
welle criticised other parties 
for supporting large-scale 
state welfare systems. 


Romania 
confident 
of IMF 
accord 

4 By Joe Cook In Bucharest 

Radu Vasil e, Romania's new 
prime minister, has pledged 
that the country will break 
the impasse of the last fe w 
months and reach agreement 
with the International Mone- 
tary Fund by June 16. He is 
also confident that Roman- 
ia's 1996 budget will pass by 
May 15. 

Mr Vaslle, a 66-year-old 
economist, was appointed 
last month after his prede- 
cessor, Victor Ciorbea, 
resigned in the wake of a 
four-month political crisis 
that stalled reform and led 
to the collapse of an agree- 
ment with the IMF. Mr Vss- 
lie’s cabinet is built from the 
same four-party coalition 
that came to power in late 
1996. 

The political crisis, caused 
.£> by the coalition's rivalries 
and rows over the pace of 
reform, left a $«Qm standby 
loan agreement with the IMF 
to expire. 

Mr Vaslle said in an Inter- 
view that the Fund “is very 
disposed towards discussing 
our goals in great detail”. 
The IMF had had four 
arrangements with different 
Romanian governments and 
none had been put into prac- 
tice, he added. "So we under- 
stand their suspicions.” 

The budget Mr VasJIe’s 
government Is seeking to 
p ass assumes zero economic 
growth and inflation of 45 
per cent, and would be an 
Important step to striking a 
deal with the Fund. 
y Sarin Dimitriu, Mr Vasile’s 
privatisation minister, 1 b 
also seeking a target of *lbn 
in privatisation revenues by 
the year's ontL Privatisation 
inflows are crucial if 
Romania is to hit its esti- 
mated 1998 budget deficit of 
3.6 per cent of gross domes- 
tic product. 

Many observers and poten- 
tial foreign investors to Buc- 
harest have adopted a wait 
and see attitude towards the 
new government, seasoned 
with cautious optimism. 

“Most of the ground-work 
. for privatisation and reform 

w was Wd by the previous gov- 
ernment," said a western 
diplomat .. . 

Mr Vaslle maintains that 
the coalition "learned from 
its mistakes” and knows 
that "Romania cannot afford 
the luxury of another cri^j 
He has banned bis ministers 
from making contradictory 
public statements and has 
set a strict reform time- 
table for his ministers to 

meet. , 

This Includes the partial 

privatisation of Romtetecom. 
t £e state telephone monop- 

• oly by September. This 

seU-off alone could raise 
some SSOOm. 

Two banks and Asirom. 
the country’s dominant 
insurer, are also scheduled 
to be sold by November. 


Croatian 

defence 

minister 

dies 

By Jared Muss* to Zagreb 
sod Guy Dtamore in Befgrarfe 

Gojko Susak, the Croatian 
defence minister and leader 
of the nationalist faction to 
the ruling party, has died in 
Zagreb of lung cancer. 

The death of the second 
most powerful figure In 
Croatia throws the spotlight 
on Franjo TndJman, the 
president, who Is also suffer- 
ing from cancer, and the 
political struggle between 
rival Actions for control of 
the Croatian Democratic 
Union (HDZ). 

Mr Susak, who was 58, 
died on Sunday. 

An mw tV** | inn | m | k l toiiAg ift 

in Canada, Susak returned 
to Croatia In 1990 and 
became defence minister in 
1991. He played a key role in 
Mr Tudfman's rise to power 
and the build-up of a power- 
ful military machine that 
finally defeated Serb forces 
in 1995 and secured Croa- 
tia's secession from former 
Yugoslavia. 

Dubbed the "pizza man" 
by his critics for his 
reported ownership of a 
Toronto pizza parlour, 
Susak was the son of Croat 
emigres from the Hercego- 
vina region of Bosnia. He 
came to prominence by join- 
ing a group of Croats who 
fired rockets at a mainly 
Serb Tillage in eastern Croa- 
tia as war was developing in 
April 1991. 

Using his contacts among 
the Croatian diaspora, 
Susak raised funds for Mr 
TndJman 's election cam- 
paign and the war. 

His death coincides with 
uncertainty within the Cro- 
atian leadership. Mr TudJ- 
man’s son, Miroslav, 
stepped down as h e ad of the 
intelligence service last 
month and yesterday Hrvoje 
Sarinlc, an associate of 
Susak, resigned as presiden- 
tial chief of staff. 

The go ve rnment has not 
announced a successor to 
Susak. although one likely 
candidate is Xvic Pasalfc, a 
hardline vice-president of 
the HDZ. 

The role of the faodgrt 
community in supporting 
Croatia’s war of indepen- 
dence and its suspected 
links to fascist groups is 
nicn expected to come under 
scrutiny with the extradi- 
tion from Argentina of a 
Croatian commander of a 
second world war concentra- 
tion camp. 

pinko Saklc, head of the 
Jasenovac camp in'&oatia 
from December 1942 to Octo- 
ber 1944, wits arrested last 
week in Argentina where he. 
had lived since fleeing 
Europe through Austria, 
with reported help from the 
Vatican. Jasenovac was the 
main killing ground of 
Serbs. Jews, gypsies and 
Croatian partisans. 


Kicking the smuggling habit proves costly for Andorra 


Pressure from the European Union has forced the Pyrenean mountain state to crack 
down on contraband, with cigarettes the main target, writes David White 


Andorra: rise and fan of the dgaretta trade 
Maksud 20-0033® packets 


T oday -Andorra officially- Its measures still fell short 
stops turning a btod bye . of EU demands. Spanish ofll- 
to smuggling. A new dais, responsible for the bor- 
anti-frand law comes into der where most Andorran 
force, making , contraband contraband has been enter- 
from the Pyrenean mountain ingthejEU market, complain 
state subject to penalties that smuggling is still not a 


within its borders for the 
first time. 

Until now Andorra has 
monitored goods on the way 
In from France and Spain 
but not on the way out. But 
It has been pressured by the 
European Union to curb the 
use of its ter ritory as a dis- 
tribution centre for ciga- 
rette. made under licence or 
Imported wholesale, and sold 
on the black market in EU 
countries - a trade worth 
hundreds of wiflUnwa of dol- 
lars annually. 

"Andorra has made the 
most anti-Andorran law pos- 
sible.” says Joaep Plntat, 
tobacco industrialist and for- 
mer Andorran head of gov- 
ernment. "it’s* a free-trade 
country, 1 ' he argues. 

Andorran police and cus- 
toms wlD now monitor the 
border areas, and would-be 
smugglers can be fined. The 
state is also increasing 
duties on Imparts of flntahnri 
cigarettes, to raise domestic 
prices and deter the contra- 
band business. 


prison offence in Andorra, 
that no code of good practice 
has been set for companies 
and that there is no provi- 
sion for Inspections by out- 
siders. 

Anxious to placate the EU, 
Andorra's government sent 
Brussels a “memorandum of 
understanding" in February 
— a unilateral de claration of 
Intent to cut back the busi- 
ness. Its stated aim is to 
reduce the number of ciga- 
rettes Imported wholesale 
into Andorra or manufac- 
tured there by 46 per cent, to 
the 1994 level of 185m pack- 
ets. But the Spanish, who 
last autumn have 
special forces sealing their 
border with the state, reckon 
it is still a lot 

Mr Plntat says the anti- 
smuggling campaign has 
endangered Andorra's stabil- 
ity. He and other tobacco 
company managers speak of 
flnatiHai disaster, and criti- 
cise the government’s han- 
dling of the situation. 

"Unfortunately it's the 


only industry," Mr Plntat 
says. His family controls one 
of five tobacco businesses, 
with a joint venture making 
Winston and other brands 
under licence from 
RJ. Reynolds of the US. The 
companies support local 
tobacco growers, although 
they buy the raw material 
for their cigarettes from the 
US and other foreign suppli- 
ers. They also import fin- 
ished cigarettes for local 
sale. 

Piled high in the discount 
stores which line the wain 
valley road through 
Andorra, cigarettes are a sta- 
ple of its thriving commer- 
cial sector, aimed mainly at 
Spanish visitors. A packet of 
Winston can be bought here 
for Ptal90 (tl-25) compared 
with Pta350 at a Spanish 
tobacconist. 

The Industry claims 
Andorra gets 60 per cent 
more shoppers than the offi- 
cial visitor statistics of BJjm 
a year. But even then, with a 
limit of IS packets on what 
each visitor may legally take 
back to Spain or France, this 
comes nowhere near to 
accounting for the 301 m 
packets handled last year. 

"Nobody says there hasn't 
been trafficking," Mr Plntat 


admits. But tobacco compa- 
nies claim the issue of organ- 
ised contraband has been 
exaggerated, and maintain 
they are not the ones respon- 
sible. Andorran officials 
agree that freelance opera- 
tors have been Involved, but 
sey the companies have done 
"enormous business”. 

With hardly any legitimate 
exports, except what tourists 
take with them. Andorra has 
no statistics on what leaves 
the country. "How do you 
expect us to have figures?" 
asks Rstanlslfln Sangri i, min- 
ister for the presidency* in 
the Andorran government. 

Spain says 350m packets of 
contraband cigarettes were 
sold on its territory last 
year, causing losses of 
PtaBO.Sbn ($580m) for Its 
exchequer, and reckons a 
third came from Andorra - a 
claim the Andorran tobacco 
companies disbelieve. 
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'he recent boom, how- 
ever, has mainly 
involved the UK: British- 
made cigarettes exported to 
Andorra as a non-EU desti- 
nation, free of UK excise 
duty and value-added tax. at 
a wholesale cost about one 
fifth of the official retail 
price in Britain, and then re- 


exported to the UK or 
Ireland on the black market. 

Andorra's imports of fin- 
ished cigarettes more than 
doubled lost year. FUty-three 
per cent came from the UK. 
compared with a 3 per cent 
market share five years ago. 
Between 1P93 and 1997 the 
number of UK- made ciga- 
rettes sent to Andorra multi- 
plied by 117. 

Britain and Spain, as the 
principal losers of revenue, 
have been putting on the 
pressure. "We had to read,” 
says Mr Sangrti. Andorra, 
which has o customs treaty 
with the EU, is currently 
waiting to conclude an asso- 
ciation agreement covering a 
wide range of co-operation. 

Since the Spanish border 


crackdown, the business has 
caved in. Andorran pur- 
chases of leaf tobacco for cig- 
arette production tumbled 43 
per cent In the first quarter, 
and imports of Virginia ciga- 
rettes from the EU fell 25 per 
cent. 

in u country with no 
income tax. budget calcula- 
tions have also been hit. 

The government has up to 
now relied on import duties 
on tobacco, alcohol and fuel 
for half ll.s Income. Despite 
the duty increase, revenues 
from tobacco are expected to 
fail by a third this year, from 
Ptn]3.5bn to Ptnflbn. out of 
total revenues of about 
PinDObn. Kicking the smug- 
gling habit is proving to be 
costly. 



A positive 
message for 
international 
finance. 


SC is the new name for Societe Generate 
Croup's international businesses: 

• Commercial and Investment banking 

■ Asset management 

■ Private banking 

The SC mark Is more than just a symbol: 
it stands for a commitment to apply our 
expertise to achieve our clients' objectives, 
not just today but for the long term. 


Our recent acquisitions; Hambros Banking 
Croup, Cowen & Co, Barr Devlin, and 
Yamaichi Asset Management strengthen 
still further our presence worldwide. 
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WORLD TRADE 


EU accused of trying to 
dictate to ACP nations 


By Canute James in Kagston 


The African, Caribbean and 
Pacific (ACP) grouping of 71 
nations has accused the 
European Union of "foreign 
dictation” in the run-up to a 
meeting on Thursday to dis- 
cuss a new trade and aid 
treaty between the two bod- 


The ACP Is also concerned 
about EU proposals Tor a 
number of regional agree- 
ments rather than a single 
pact covering all member 
nations. 

The ACP begins a two-day 
conference in Barbados 
today to establish a common 


position before the discus- 
sions with the EU about a 
successor to the Lome con- 
vention, the current trade 
and aid pact, which expires 
in 2000. 

“The negotiating direc- 
tives forwarded by the Euro- 
pean Commission to the 
European council of minis- 
ters fulfil some of the ACP’s 
worse fears.'’ said Sbridath 
Ramp ha], the Caribbean 
Community’s chief trade 
negotiator. 

ACP officials say the EU is 
suggesting the ACP states 
adopt political regimes 
which “will bind themselves 
contractually to the obser- 


vance of certain standards of 
social and political conduct” 

Some ACP states are 
unhappy that the EU wants 
to judge the group by 
Europe’s standards, and to 
allocate benefits under a 
new Lome convention based 
on the ElTs judgments. 

However, the EU main- 
tains it is suggesting ways to 
ensure a “development 
model that guarantees 
human rights and social 
progress.” The EU says it Is 
seeking a new partnership to 
meet post-LamO develop- 
ments. 

The EU’s proposal for 
regional agreements sur- 


prised several ACP govern- 
ments after a statement in 
July by Joao Pinheiro, 
Europe’s commissioner for 
development, suggesting 
Europe had accepted the 
ACP argument that , there 
should be one successor 
agreement Percival Patter- 
son. Jamaica's premier, im* 
said the solidarity of the 
ACP would be “compromised 
and shattered” if regional 
pacts were Introduced^ 

Cuba will attend the meet- 
ings this week as an 
observer. It has said it wants 
to become an ACP member 
and sign any pact that fol- 
lows the LamS convention. 
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NLD supporters cheer Suu Kyfc in the past year wm hm been arrested an petty chargas 


Burmese junta digs in its 
heels as sanctions bite harder 


Australia orders paper price rise 


Tiie US investment ban is hitting the countr/s economy, but is 
failing to soften the government’s stance, writes Ted Bardacke 


By Given Robinson in Sydney 


The Australian government 
yesterday ordered paper 
manufacturers in four coun- 
tries to raise their prices for 
high-quality coated paper or 
face penalties including 
duties on exports to Austra- 
lia. 

The government plans to 
introduce tough new anti- 
dumping penalties in parlia- 
ment next week. 

Companies from Japan. 
Germany, Finland and Aus- 
tria had cornered up to a 
quarter of the Australian 


market by undercutting mar- 
ket prices by up to several 
hundred dollars a tonne, 
said Warren Truss, the Aus- 
tralian customs minister. 
The dumping had inflicted 
losses on the Australian 
paper industry and weak- 
ened prices. 

The action against the for- 
eign man ufacturers follows a 
year-long investigation into 
31 companies in 14 countries 
which local manufacturers 
claimed had taken a large 
portion of the domestic mar- 
ket for high-quality paper by 
illegally undercutting prices. 


The glossy paper is used 
mainly in magazines and 
catalogues. 

The government 
announced last month it 
would speed up investigation 
of dumping charges and 
introduce new penalties to 
assist local Industries in 
cases where dumping could 
be proven. 

Under the new arrange- 
ments, once a prima facie 
case of dumping had been 
established, the Australian 
customs service would con- 
duct a comprehensive inves- 
tigation and deliver a final 


report within 155 days. The 
customs wiTnlfrtw could then 
take action to impose dump- 
ing duties or digmias the 
complaint 

A number of companies 
investigated, including man- 
ufacturers in Italy and South 
Korea, had promised to raise 
their prices after learning of 
the investigation, Mr Truss 
said. But stiff import duties 
would be applied to remain- 
ing offenders. 

Mr Truss said Australia 
was not mring anti-dumping 
actions to protect domestic 
industry from competition. 



T o the north of Rangoon 
lies a sprawling new 
industrial estate where 
you «in, in the words of the 
developer who has installed 
$I 2 m worth of infrastruc- 
ture, “just plug your factory 
in". 

But few companies have 
made the connection since 
the park opened for business 
last year. By the tima it was 
completed the year-old US 
ban on new investments by 
US companies in Burma was 
in force. Just one small Japa- 
nese factory is making 
monosodium glutamate, 
while two other plots have 
been sold to Fujitsu to 
assemble computers and to a 
Hong Kong company to 
make raincoats for export to 
Europe. 

The coincidence of US 
aq nctiorre over human right? 
and lack of activity at Mln- 
galardon Industrial Park is 
not lost on KMn Shwe, man- 
aging director of Zaykahar. 
which is developing the site 
with Mitsui of Japan, and the 
Burmese military junta. He 
recently hired Jackson Bain, 
the 'Washington lobbyist, to 
improve Burma’s image with 
a view to hanging the US 
policy. 

The sanctions, combined 
with the Asian economic tur- 
bulence, are dearly hurting 
the Burmese economy. The 

annual inflation rate Is 

almost 50 per cent Foreign 
investment and tourist arriv- 
als have slowed to a trickle. 
The regime has so few for- 
eign reserves - reliable esti- 
mates say just over £L00m - 
that itirecently .bauned^mnst 
imports ‘ and stopped’-accept- • 
ing Investment proposals 
from potential exporters 
winch would use a hi gh con- 
tent of imparted raw materi- 
al s. ^ - 

European investors, except 
oil companies, have gener- 
ally been scared off by the 
political risk associated with 
sanctions. 

Asian Investors who were 
expected, in the aftermath of 
Burma's admission to the 
Association of South-east 
Asian Nations (Asean), to 
provide foreign capital sim- 


ply do not have the cash to 
replace US companies. 

But sanctions are not.just 
supposed to hurt the econ- 
omy- They are also supposed 
to encourage, or force, Bur- 
ma's ruling generals to 
engage in serious political 
reform, start a dialogue with 
opposition leader Aung San 
Sun Kyi and Honn up their 
human rights record. 

But many US State Depart- 
ment officials doubt the 
worth of sanctions, and the 
department is conducting a 
lengthy review of their effec- 
trveness. 

In the year aartr'Hnrm have- 
been in effect, Burmese poli- 
tics have taken a turn for 
the worse. Scares of mem- 
bos and student supporters 
of Ms Suu Kyi’s National 
League for Denuxzacy- (NLD) 
have been arrested on petty 
charges and sentenced, to 
long prison terms. Last week 
the regime sentenced • six 
people to death tor allegedly 
carrying explosives. 

Alvaro de Soto, UN special 
envoy, "made no headway 
whatsoever” wife the junta 
during a January visit. 
according to rfj plnmsfet 

"He was told politics were 
purely an internal and 
domestic matter wife no role 
for the UN,” says one diplo- 
mat, noting that spwinr Tnill- 
tary leaders rejected fee 
offer by Kofi Annan, UN sec- 
retary general, to act as a 
bridge for fee junta to inter- 
national financial institu- 
tions provided certain con- 
cerns were addressed. - 

Last September the junta 

nj yfapfl n nimnlyy nf ih I 

members on corruption 
charges and changed its 
n«mp from the State Law 
and Order Restoration Goun- 
cfl (Slorc) to the State peace 
and Development Council 
(SPDQ, which is dominated 
by local army commanders 
charged with enforcing 
edicts throughout the coun- 
tryside. 

The national co n vent i on to 
draw up a new constitution 
has not met In more than 
two years. The last formal 
contact between the junta 
and the NLD was last 


November. Opponents ■ of 
sanctions, including some 
within the regime who con- 
sider thwn a minor economic 
problem; argue that fee mea- 
sures have created a siege 
mentality which has caused 
the junta to dig in harder. 

the NLD does not bave a 
strategy to topple the regime 
fhrt>n gh a popular uprising. 
Instead, Ms Suu Kyi and the 
NLD argue feat because the 
private sector elite and their 
military allies are those 
most affected by the slump 
in foreign investment, eco- 
nomic hardship could result 
in internal disintegration, 
eventual dialogue and politi- 
cal opening. 

Many thought this was the 
case when fee Slorc trans- 
formed itself into fee SPDC. 
Early indications are that 
they wav mistaken. 

"When they got rid of fee 
corrupt guys that created 
the potential for dissension 
within the institution,” says 
a western diplomat "But 
there have been few overt 
indications of problems. 
They appear to have consoli- 
dated it wefi.” 

Some former members of 
fee NLD now argue that fee 
democracy movement 
should rethink its position 
on sanctions. 

But Ms Suu Kyi will have 
none of . feat "There is little 
evidence either feat foreign 
contacts have led to a more 
liberal attitude on the part of 
fee authorities or feat fee 
juicy fruits of foreign invest- 
ment are enjoyed by many 
outside the small elite who 
see' fee concepts of "liberty' 
justice and equality as a 
threat to their privileged sta- 
tus," she said recently. 

With the US and European 
lobbies for democratic 
change in Burma taking 
their cue directly from Ms 
Suu Kyi, the international 
pressure on the junta is 
unlikely to ease. 

But as a senior NLD mem- 
ber explains: “The regime 
hasn’t responded yet. but 
they are nearer to fee point 
where they will be forced to 
respond.” 


The European Union and fee 
Czech Republic are dose to 
resolving a dispute oyer 
trade in apples after Josef 
Lux. Czech agriculture min- 
ister, agreed to withdraw - 

quotas Introduced earlier 

this year. . 

The disputants are also 

poised to sign-a "‘veterinary 

equivalency” agreement pro- 
viding a framework, to aHow 4 
the republic and EU coun- 
tries to recognise each oth- 
er’s hygiene Inspection rules 
for meat and . meat products. 

The two deals come a 

month after the Czech 
Republic and four other, cen- 
tral and eastern .European 
nations began talks with the 
EU on becoming -members. 

The quantity of apples 
sold by the.EU to the repub- 
lic is relatively small, but 
the dispute had threatened 
to sour the atmosphere at 
the accession negotiations. 

The dispute began when, 
earlier this year, fee repub- 
lic announced ' an .annual 
quota of 24,000 tonnes a year 
and said It would levy a 95 _ 
per cent duty on anything 9 
above that. Last year, fee 
EU exported more than 
40,000 tonnes of apples to the 
Czech Republic: 

The European Commission 
said the quota was unjustif- 
ied, denying Czech claims 
that the EU subsidised apple 
exports and had placed 
obstacles in fee. way of 
Czech apple exports to the 
EU. 

In March. EU countries 
agreed to suspend preferen- 
tial import tariffs on pig- 
meat, poultry and fruit juice 
from fee republic and to 
extend the suspension to 
ntiifc products later. 

Franz Flschler, EU form 
rnmmteafflwr, welcomed an 
offer by Mr Lux in Prague 
last week to. withdraw the 
tariff quota during this quar- 
ter, but said it should hap- k 
pen quickly "to restore tradi- 
tional trade flows”. 

A Commission statement 
said: “Both sides agreed that 
fee best solution [to fee 
apples dispute] would be to 
increase the competitiveness 
of the Czech apple sector”. 

Mr Lux said EU aid had 
been promised to fruit and 
vegetable farmers to 
improve their marketing and 
enhance their competive- 
ness. From 2000. Czech farm- 
ers win also become eligible 
for EU aid to prepare them 
for accession. 

But an EU official said 
these fends were not new 
and cautioned: “Until the 
quotas are withdrawn, we 
cannot go ahead with any 
support we are currently 
planning." 
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LONDON PEACE TALKS 


Netanyahu 

puts up wall 
of resistance 


Mideast tacticians vie in spreading gloom 


The ' Palestinians are ‘low on hope* but looking to the US administration for support 
over the delicate operation in London to unblock the arteries of the peace process 


ArBs ofcpiMnl^rtte West Bank today 


By David Gardner 


US efforts to persuade Israel 
to accept its formula for 
reviving the Middle East 
Peace process ran into a wall 
of resistance from Beniamin 
Netanyahu, the Israeli prime 
minister, at talks in London 
yesterday. 

Madeleine Albright, US 
secretary erf state, prolonged 
her meeting with the Israeli 
premier at a London hotel 
for more than five hours, 
delaying her separate talks 
of just over an hour with 
Yassir Arafat, the Palestin- 
ian leader. US officials said a 
further round of meetings 
with both leaders would be 
held last night. 

As the talks dragged on, 
Mr Netanyahu's sp okesman 
counselled against expecting 
“dramatic developments or a 
breakthrough" but that 
there was “a feeling we must 
reach some kind of conclu- 
sion.’’ 

The Israeli leader said 
after breakfast talks with 
Tony Blair, the UK prime 
minister, that “we have gone 
the extra mile, wen beyond 
the extra mile" on the hand- 
over of West Rank land to 
the Palestinians. 

Washington in February 
persuaded the Palestinians 
to accept only 13 per cent of 
West Bank territory, on the 
understanding that Israel 
would be held to its commit- 
ment to a further troop rede- 
ployment and be required to 
stop building Jewish settle- 
ments on Arab land before 
“final status" negotiations 
on peace begin. 

Mr Netanyahu has said 
ceding any more than 9 per 
cent of the West Bank at this 
stage would endanger Israeli 
security. But be is believed 
willing to move towards the 
US figure If the further with* 
drawal is dropped - which 
Palestinians yesterday said 
they would not accept 

Israel wants to enter the 
Rwai status tnlka — dealing 


with the future of occupied 
Arab east Jerusalem, the 
Jewish settlement, final bor- 
ders and Palestinian state- 
hood - in a position of over- 
whelming strength. Mr 
Arafat’s self-governing Pales- 
tinian Authority at the 
moment has total control 
over only 3 per cent of the 
West Rank 

“The fact that the Israelis 
are bargaining over 2 car 3 
per cent is one of the most 
traumatic aspects of the 
whole process,” said Nabil 
Sha’ath, a senior Arafat aide. 
“Thirteen per cant was the 

lowest possible ratio the 
Americans felt could move 
us on. ft’s a whole package, 
the Americans have pledged 
to stick by it, and we are not 
going to bargain about it” 

Saeb Erakat, chief Pales- 
tinian negotiator, said that 
since the peace process 
broke down in March last 
year when Israel began work 
on a new settlement in 
south-east Jerusalem, the 
Palestinians had been eight 
times to the US, and Dennis 
Ross, Washington’s Middle 
East envoy, had been nine 
times to the region. 

“President Arafat has 
meet Mrs Albright six times, 
and we have met President 
Clinton three times, and 
things are the same. It really 
is time to move from process 
to substance.” 

Washington is stQl unde- 
cided even whether to pres- 
ent its plan formally, after 81 
out of a 100 US Senators 
wrote to Mr Clinton last 
month urging Mm not to put 
pressure on Israel 

However, a poll commis- 
sioned by the Arab Ameri- 
can Institute and published 
In yesterday’s edition of the 
Saudi news magazine al-Ma- 
jalla, says 54-4 per cent of 
Americans would support 
the president if he used 
“public diplomacy to pres- 
sure Israeli prime- minister 
Netanyahu to comply with 
the peace process”. 


By Dmtd Gardner, NRMfe But ■ 

Effiar, to London . 

"Today is the day" for 
. Benjamin Netanyahu, Israeli 
prime minister, to demon- 
strate whether he intends to 
make peace, Yassir Arafat, 
the Palestinian leader, said 
yesterday before US-led talks 
in London aimed at unblock- 
ing the clogged arteries of 
the moribund. Middle East 
peace process. 

Mr Arafat said the right- 
wing nationalist Israeli 
leader would be responsible 
for “chaos" unless he 
accepted modest American 
propo sa ls for the next round 
of troop withdrawals from 
-the Palestinian West Bank. 

Mrs Madeleine Albright, 
US secretary of state, was 
yesterday meeting both lead- 
ers separately in London 
hotels, but she and they vied 
in gloominess about the out- 
come. 

Mrs Albright warned last 
weak that tMa was a *hnp of 
“grave danger" in the region 
and that the negotiations — 
halted 14 months ago when 
Mr Netanyahu started a new 
drive to settle Arab land in 
occupied east Jerusalem and 
the West Bank - were 
“going round In circles". 

Mr - Netanyahu, whose 
spokesman earlier dismissed 
the US troop withdrawal 
plan as “utterly impossible", 
said yesterday meaning after 
meeting Tony Blair, the Brit- 
ish prime minister, that “ms 
have gone the extra mile, 
well beyond the extra mile". 

Mr Arafat, on arrival on 
Sunday, night, said be had 
accepted “the bare mini- 
mum”. Nabil Sha’ath, his 


chief negotiator, said*. “We 
are low on bqpe but high on 
determination'' and that the 
US proposals were, “totally 
non-aegutiable". 

. So what chance is there, of 
the minimal and remedial 
advance the US is seeking, 
rather than a now unimagin- 
able breakthrough? 

Mr Netanyahu inherited 
from Yitzhak Rabin, the 
Labour prime minister assas- 
sinated by a Jewish extrem- 
ist in 1996, two signed and 
internationally endorsed 
deals with the Palestinians: 
derived from the 1993 Oslo 
accords. Under the second, 
meant to give the Palestin- 
ians self-government in most 
eff tie West Bank ahead of 
“final status” negotiations 
due to conclude this time 
next year, Israel would 
“redeploy” its 100,000 troops 
in the area In three stages. 

The Likud leader, though 
hostile to Oslo, assented to 
the three redeployments, to 
be concluded by the end erf 
next month, in the US-bro- 
kered deal of January 1997 
by which Israel withdrew 
from most of the Arab city of 
Hebron - the only agree- 
ment he has reached with 
Mr Arafat. But no withdraw- 
als have taken place. More- 
over, although the ambigu- 
ously drafted Oslo accords 
envisaged significant hand- 
overs of territory, a damag- 
ing US addendum to the 
Hebron agreement states 
Israel alone decides the 
amount. Thus an Israeli 
offer last year of a 2 pea* cent 
withdrawal was rejected as 
derisoiy by the Palestinians. 

The Oslo accords, intended 
to share historic Palestine 


between Arab and Jew and 
end the 50-year cycle of war 
in the Middle East, have so 
far given Mr Arafat full con- 
trol of only 3 par cent of the 
West Book ami two-thirds of 
the Gaza Strip, with a fur- 
ther 27 per cent of the West 
Rank under hmftpd Palestin- 
ian adminis tration and full 
Israeli security control 

The US proposals call on 

Israel to hand over 13 per 
cent more to full Palestinian 
control to bait further bund- 
ing and expansion of Jewish 
settlements on Arab land, 
and, also crucial to carry 
out the third redeployment 
Mr Netanyahu pledged at 
Hebron. Mr Arafat, weak- 
ened as a peace partner by 
Israeli intransigence and 
undermined as a leader by 
the opposition to Oslo of 
Hamas, the Islamist resis- 
tance movement whose sui- 
cide bombers have killed 
scores of Israeli civilians, 
has accepted. Mr Netanyahu 
has offered 9 per cent but 
indicated privately he might 
accept II per cent 

The Israeli strategy, how- 
ever, may turn out to be 
subtler. 

Mr Netanyahu, whose 
spin-doctors kept in doubt 
whether he would come to 
London n«Hi tho ingf min- 
ute, says he has “bent over 
backwards”. But it would be 
classic Israeli tactics for 
him, after prolonged negotia- 
tions and heightened drama, 
to cede the 13 per cent and 
say “now I’ve touched my 
toes". But only If he can get 
as his price an immediate 
move to negotiations on the 
“final status" of Jerusalem, 
with no further redeploy- 


ments, and at best a fudge 
cm settlement-building. 

The Palestinians, however, 
are refusing to enter negoti- 
ations on a final peace treaty 
from a position of such 
weakness, with Israel able to 
tighten the military noose 
around their scattered West 
Bank towns. “Final status” 
is supposed to deal with the 
future status of Arab Jerusa- 
lem and the West Bank set- 
tlements - none of which Mr 
Netanyahu is prepared to 
relinquish - the right of 
return of more than 4m Pal- 
estinian refugees, and the 
final borders of Israel and 
Palestine - which the Israeli 
leads- is determined will not 
be an independent state. 

Ip i-wah gover nmen t minis- 
ters have made clear that in 
those talks, moreover, they 
are prepared to cede no more 
than about half the West 
Bank. That is little more 
than 10 per emit of historic 
Palestine and no basis, in 
their view, for an historic 
compromise. Mr Netanyahu 
himself, in an interview with 
the FT in February, said: 
“We agreed to cede territory 
but not to jeopardise our 
security. The Palestinians 
will have to compromise. 
They cannot expect to get 90 
per cent or 100 per cent of 
the West Rank They have 
no right to expect it and no 
reason to expect ft." 

Yet if Oslo can deliver no 
more than what Israel is 
able to impose, the already 
alarming 1 Pales tinian desper- 
ation could indeed lead to 
the “chaos” Mr Arafat is sig- 
nalling. As Afif Safi eh, his 
ambassador in London, puts 
it “The Israeli government 
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must be made to realise that 
its 'win-lose' scenario can 
only lead to a ‘lose-lose’ out- 
come. The Palestinians will 
never accept it." 

Tactically, they are pre- 
pared to enter “final status" 
only if Israel delivers - 
“delivers, not just agrees", 
emphasises Mr Sha’ath - the 
first two redeployments and 
has started negotiations on 
the third by the Hebron 
deadline, and if it stops 
colonising east Jerusalem 
and the West Bank. 

Strategically, however, Mr 
Arafat is depending on the 
US. “We have assurances 
from the US that they will 
not try to change the rules 


of the game car try to bargain 
us down,” says Mr Sha'ath. 
But President Clinton's 
administration bas been 
notoriously reluctant to put 
any pressure on its Israeli 
ally, however irritated it gets 
with Mr Netanyahu. The 
Israeli leader's ability to 
rally support in Congress 
and even set the US legisla- 
tive agenda has so unnerved 
the White House and State 
Department that it has not 
even formally presented the 
proposals Mrs Albright 
brought to London. 

However high on determi- 
nation they are, the Palestin- 
ians have every reason to be 
low on hope. 


Mayor quits Likud in quest for Israeli leadership 


By Jsdy Dempsey h Jeru sal em 

Roni Milo, the popular 
mayor of Tel Aviv, said yes- 
terday be was quitting the 
governing Likud party to 
challenge Benjamin Netan- 
yahu for the premiership 
through a hew centrist . 
party. 

The announcement could 
weaken Likud as several 
moderate members -have 


already resigned from senior 
posts because of Mr Netan- 
yahu's stance on peace nego- 
tiations with the Palestin- 
ians and his style of 
leaderships 

It could also split the oppo- 
sition Labour party, whose 
leader. Ehud Barak, has so 
far failed to make significant 
impact as a candidate capa- 
ble of beating Mr Netan- 
yahu. Under such circum- 


stances, Mr Milo is likely to 
come under pressure from 
both sides to back down. 

But Mir MDo. the elected 
mayor of Israel's most secu- 
lar city, said it was time to 
realign Israeli politics by 
creating a centrist party that 
could marginalise the influ- 
ence of religious and nation- 
alist parties and push the 
peace process forward. 

"The centrist party I'm 


fa rming is meant to change 
the political structure” in 
Israel, he said. Extremist 
religious parties would no 
longer hold the balance of 
power, be added. 

Attempts to carve out a 
centrist platform were made 
in early 1997. Yossi B eilin. 
from Labour, Michael 55 tan, 
Likud science minister, and 
others considered such a 
realignment to create a 


broad consensus for a final 
settlement with the Palestin- 
ians, as well as to weaken 
the hold of religious parties. 

Mr Milo, a long-term rival 
of Mr Netanyahu, said he 
made his decision against 
the background of growing 
polarisation between secular 
and ultra-Orthodox Jews, 
with the latter exerting 
power out of proportion to 
their size. Religious parties 


hold five of 17 cabinet posts 
and 23 seats In the 120-mem- 
ber Knesset, or parliament 
Last week, Batsbeva, the 
dance company, cancelled a 
performance at Israel’s Jubi- 
lee celebrations rather than 
bow to pressure from the 
ultra-Orthodox community 
to change its programme. 
The uitra-Orthodox wanted 
Batsheva to have more mod- 
est dress. 
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Good ad vi ce, global connections 




The City of Frankfurt/Main 

sold 49 percent of its shares in 

Frankfurter Entsorgungs- 
und Service GmbH 
RankfurMNain, Germany 


Rethmann Entsorgungs- 
wirtschaft GmbH & Co. KG 

BntuR8cfnMjJg, Germany. 


We structured the transaction 
and advised the seller. 
December 1997 
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ASIA-PACIFIC 


BANG KOK RES IGNATIONS TOP MAN AND SEVERAL DEPUTIES GO AFTER COMPLETION OF INQUIRY INTO RUNNING OF ECONOMY BEFORE CURRENCY DEVALUATION . 


Thai central bank chief quits after baht probe 


The revolving door at 
Thailand's central bank took 
another taro yesterday when 
lLa su\«*rnor, Cbaiyawat 
Wibulswasdl, and several top 
deputies resigned. Chatu- 
mongkol Sonakul, a former 
permanent secretary of 
finance, was immediately 
nominated to be the fourth 
central bank governor in 
less than two years. 

The changes follow com- 
pletion of an official inquiry 
into alleged mismanagement 
of the economy before last 


year’s baht devaluation. 'Hie 
results are to be presented to 
the cabinet tomorrow, but 
details were leaked at the 
weekend. 

ruong nith Mr Chriiyawat 
and other resigning central 
bank officials, the leaked 
excerpts implicate former 
prime minister Chavalit 
Yongchaiyudh. ex-Q nance 
minister Amnuay Viravan, 
and former central hank gov- 
ernor Rerngehai Maraka- 
nond for a disastrous cur- 
rency strategy in 1997. 

Then. Thailand exhausted 
its foreign reserves in a vain 


attempt to maintain the 
value of the baht against the 
US dollar and poured at least 
SISbn into bankrupt finan- 
cial institutions. 

One crucial charge is that 
the central bank's chief cur- 
rency strategist wrote to Mr 
Rerngehai on May 12 sug- 
gesting that the depletion of 
reserves warranted an 
urgent review of the cur- 
rency peg. Mr Rerngehai 
passed the memorandum to 
Mr Chaiyawat, who is said 
not to have responded for 
more than a month, during 
which Thailand lost several 


billions of dollars. 

The findings also articu- 
lated a widespread belief 
among the Thai public that 
the central bank was the 
chief culprit in creating 
Thailand's economic prob- 
lems. 

Mr Cbaiyawat was to have 
been sacked by the cabinet if 
he had not resigned. "Our 
effectiveness continued to be 
eroded as there remain ques- 
tions about past perfor- 
mances. My resignation can 
pave the way for a new 
leader to take over without 
the disadvantage of the 


haunted past," he said. 

The expected changes 
come at an inopportune 
time. A delegation from the 
International -Monetary 
Fund arrived in Thailand 
yesterday for its quarterly 
review of the country’s com- 
pliance with the Fund's 
$i72bn bailout programme. 

Low morale at the central 
bank could worsen with 
another change at the top. 

Last week, about half 
of the bank staff wore black 
clothing to protest at 'a 
perceived attempt by 
the government to turn Mr 


Cbaiyawat into a scapegoat 

The Thai stockmarketfell 
2.7 per cent and the currency 
weakened slightly as inves- 
tors fretted over whether 

. Thailand ' a ' fjTyrtytfa l stabilis- 
ation policies would be dls- 
rupted.- 

Mr Chatumongkol’s man- 
agement task is enormous 
e mfl his appointment some- 
what of A gamble. Be must 
overhaul a bureaucracy bat- 
tered by financial crises and 
political intervention. 

Even before be was sacked 
foam the finance ministry by 
Mr Chavalit last year, Mr 


Chatumongkol. an Oxford 
and Harvard educated econo- 
mist; was one of the central 
bank's fought critics. . 

Analysts expect Mr Chafn- 
mongkbl to be a transitional' 
governor. He has expressed a 
desire to run for parliament 

Mr Tarrin Nimmarabae- 
minda, finance minster, is 
currently assembling a for- 
midable team of interna- 
tional advisers to help the 
new governor. They include 
Paul Volker. a former US 
Federal Reserve chairman; 
Eoh Beng Seng, former dep- 
uty governor of the Mone- 



Cbaiyawat: resigned 

tary Authority of Singapore, 
and Paul Anderson, an IMF 
director. 

See Observer 


Australian court backs dockers 


By Gwen Robinson in Sydney 

Australia's high court 
yesterday upheld a lower 
court ruling ordering the 
reinstatement of 1,400 sacked 
dock workers. 

The judgment is an Impor- 
tant victory for the Maritime 
Union of Australia, which 
holds a monopoly on domes- 
tic waterfront labour, and a 
blow to Patrick Stevedores, 
the country's second largest 
dock operator, which dis- 
missed the workers last 
month in Australia’s biggest 
industrial dispute for several 
years. 

The ruling will also 
severely embarrass the con- 
servative coalition of John 
Howard, the prime minister, 
which has strongly sup- 
ported the company's moves 


to break the union’s hold. 

However, legal experts last 
night said that a related 
decision by the court, to 
place the dismissed workers' 
future in the hands of the 
joint administrators of Pat- 
rick's four shell companies, 
leaves the final outcome of 
the case in doubt. Patrick 
dismissed its unionised 
labour force after the four 
subsidiaries, which techni- 
cally hired the workers, 
were declared insolvent 
under a recent asset reshuf- 
fle. The restructure left them 
with no assets and lasses of 
A$56m OJS$37.5m). 

The company's bankers 
placed the insolvent compa- 
nies under independent 
administrators and Patrick, 
through another subsidiary 
which was not placed in 


administration, hired about 
400 contract staff for its 
waterfront operations. It was 
this method of dismissing 
the workers that provoked 
public outcry and generated 
fears among white-collar 
workers that they, too, could 
be dismissed to such a man- 
ner. 

After the high court judg- 
ment, Chris Corrigan, Pat- 
rick's chairman, said the 
company would inject 
A$3.6m into its insolvent 
subsidiaries to enable them 
to resume operations. How- 
ever, he said the subsidiaries 
were under no obligation to 
rehire aD the dismissed 
workers. "The [court] deci- 
sion vindicates the decision 
the company took," he said. 
The ruling "restores the obli- 
gation of the administrators 


to act commercially, and 
that has to be an improve- 
ment on where we were," Mr 
Corrigan added. 

The National Farmers’ 
Federation, which early this 
year leased part of Patrick's 
Melbourne facilities to set up 
a rival, non-unionised steve- 
doring operation, said yester- 
day it would offer to supply 
the administrators of Pat- 
rick's subsidiaries with its 
non- unionised labour ser- 
vices. 

The maritime union has 
accused Patrick of unla w- 
folly conspiring with the 
farmers' federation and the 
government to diomias the 
workers and break the 
union's monopoly on labour. 
The charge was supported 
by the high court in its ini- 
tial reinstatement ruling. 


China ‘greatest 
threat to India’ 


HK growth rate slows sharply 


By John Ridding ta Hong Kong 

Hong Kong's economy 
suffered a "distinct setback" 
in the fourth quarter of last 
year, with growth slowing 
sharply under the impact of 
regional financial turmoil, 
the government said yester- 
day. But Donald Tsang. 
financial secretary, said 
there was no need to revise 
his forecast of &5 per cent 
growth in gross domestic 
product this year, compared 
with 5.3 per cent in 1997. 

“I think my 1998 forecast 


is quite achievable." he said, 
adding that first quarter per- 
formance was “slightly bet- 
ter" than be had expected. 

After rising by between 5.9 
per cent and 6.8 per cent in 
the previous three quarters, 
fourth quarter ODP 
increased by just 2.7 per cent 
over the same period in 1996. 
Consumption and tourism 
were particularly hard hit 

Confirmation of the fourth 
quarter slump coincided 
with evidence of a continued 
downturn in the economy. 
Wing On. a prominent 
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retailer, laid off more than 
200 staff out of about 1,600. 
The move follows a wave of 
redundancies in the retail 
sector which has contributed 
to a rise in unemployment 
At the end of March. Hong 
Kong’s unemployment rate 
rose to 3.5 per cent, com- 
pared with 29 per cent at 
the end of February. 

Tourist-related businesses 
have also been badly 
hit by the regional crisis and 
the relative appreciation of 
the Hong Kong dollar 
against devalued Asian cur- 
rencies. Cathay Pacific, the 
territory's de facto flag 
carrier, which cut 800 
jobs earlier this year, said 
yesterday that passenger 
revenues in March were 25 
per cent below budget 


A report by the Bank of 
East Asia yesterday pre- 
dicted the unemployment 
rate would rise to 4 per cent, 
although many other private 
sector economists predict an 
even larger increase. 

"There is a lot more pain 
to come as the economy con- 
tinues to slow,” said the 
head of research at one Hong 
Kong investment bank. 

He said GDP growth in 
1998 was likely to fall to less 
than 2 per cent under the 
weight of depressed con- 
sumer confidence, tight 
credit and continued 

regional uncertainty. 
Government economists said, 
the sharp slowdown 

reflected the wealth effect of 
tumbling share prices and 
property values. 


By Marie Mcfm ba n n New DcH 

George Fernandes, India's 
defence minister, has 
declared China to be India’s 
greatest potential security 
threat, alleging Beijing has 
provided Pakistan with mis- 
siles and nuclear technology 
while "stockpiling” In Tibet 
its own naclear weapons 
aimed at India. 

Mr Fernandes said in a TV 
interview "any person who 
is concerned about India’s 
security must agree” that 
China posed a greater threat 
fhar» Pakistan, India's tradi- 
tional regional rival. 

"To underplay the situa- 
tion across the Himala yas fa 
not in the national interest," 
he said. “I think there's a 
reluctance to face the reality 
that China’s intentions need 
to be questioned. This is 
where our country has made 
mistakes in the past.” 

Mr Fernandes' remarks 
are the most overt expres- 
sion by an Indian mfnigtor in 
recent years of India’s per- 
ception of ftMm as a strate- 
gic threat. Indian officials 
have long acknowledged 
their “threshold” nuclear 
programme fa intended more 
as a potential deterrent to 
China thaw to Pakistan. ' 

Foreign ministry officials 
declined to comment on 
whether Mr Fernandes' sen- 
timents marked a policy 
shift Mr Fernandes, leader 
of a small party in the coali- 
tion led by the Bharatiya 
Janata Party (BJP). fa well 
known for campaigning far 
human rights and democ- 
racy in Tibet and Burma. 

His comments follow his 


earlier accusations that 
fihina had aided Pakistan in 
building a l,500km-range 
missile, which . Islamabad 
claimed recently to have 
tested, and also that China 
has made repeated incur- 
sions across its disputed bor- 
der with India, over which 
tiie two countries fought a 
brief war in 1962. 

Beijing has said riaima of 
incursions Into India's Hima- 
layan state of Arunachal 
Pradesh are “ unfo unded and' 
extremely irresponsible’’. 

The remarks by Mr Fer- 
nandes came just days after 
a visit by General Fu Quan- 
yoo, chief of China’s People's 
Liberation Army. The Chi- 
nese military leader, the 
most senior to visit Delhi, 
said the two Asian powers 
had readied "a consensus an 
making efforts for peace and 
regional stability". 

Mr Fernandes at a week- 
end lecture praised Gen Fa’s 
"seriousness” in addressing 
bilateral Issues. But he also 
said talks between the two 
countries should "go beyond 
confidence-building mea- 
sures” and reach a "decisive 
stage”. 

In the television interview, 
aired last night on Home TV, 
a private channel, Mr Fer- 
nandes tnwte detailed allega- 
tions . of an encircling Chi- 
nese threat. -He claimed 
; China had in 1dm last; six 
months extended military. : 
airfields in Tibet^nd buifca 
"massive electros®^ 
lance establishment” 

Coco Islands, Burmese terri- 
tory 40km from India’s 
And oman and Nicobar 
Islands. 
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By Justin Manizzl fa Cebu 

The temperature has been 
soaring In the Philippines - 
and not entirely because or 
the El Nifio weather phe- 
nomenon. After the hottest 
April in 83 years, the politi- 
cal temperature is rising 
sharply in the run-up to 
national elections on May 11. 

But in Cebu, the sun- 
drenched southern city that 
President Fidel Ramos likes 
to call Ceboom. you would 
hardly notice that the coun- 
try fa on the brink of elect- 
ing a new leader. 

Unlike many of their col- 
leagues in Manila, business- 
men In Cebu, showpiece of 
the country's recent exten- 
sive economic reforms, are 
remarkably unperturbed by 
elections. There is wide- 
spread confidence In Cebu 
that the new president will 
further develop the Ramos 
reforms that have driven 
recent economic growth. 

In addition, Cebuanos. as 
the ethnic group Is known, 
have a deepseated belief - 
supported by recent history 
- in their ability to prosper 
no matter who is in Mala- 
cnnnng Palace, the presiden- 
tial home. 

Continuity, they believe, is 
largely assured under cither 
of the two frontrunners - 
Joseph Estrada, the 
vice-president running on a 
pro-poor platform, and Jose 
de Venecia, the administra- 
tion candidate, 

“We feel whoever gets 
elected will follow the poli- 
cies already formulated," 
says Efren Valiente, outgo- 
ing president of Cebu cham- 
ber of commerce. "To a cer- 


tain extent there is a min- 
imum degree of flexibility in 
terms of changing them. I'll 
venture to say he'll follow 
deregulation, privatisation, 
liberalisation and globalisa- 
tion." 

According to this view, 
even Joseph “Erap" Estrada, 
an unabashed populist - his 
election slogan is "Erap for 
the poori" - fa unlikely to 
deviate far from the Ramos 
administration's market- 
friendly reforms. The 
reforms are enshrined in law 
and it fa unlikely the new 
Congress, also to be elected 
on May 11 , will try to repeal 
them. 

Another critical reason for 
the Cebuano business com- 
munity's confidence is the 
province's own vitality. 
Business has already proven 
its ability to thrive, notwith- 
standing the best efforts or a 
hostile government in 
Manila. 

Cebu has traditionally 
been the territory of the 
political opposition. It pro- 
duced Sergio Osmefia, the 
first presidential challenger 
to the late leader Ferdinand 
Marcos. Unhappy at the 
affront to bis authority, Mr 
Marcos starved Cebu of 
national government assis- 
tance, a policy that further 
contributed to the Cebuanos’ 
defiant go-it-alone approach 
to business. 

It has worked. Cebu, home 
to 4 per cent of the popula- 
tion of the Philippines, has 
for several years outpaced 
the national economy with 
double-digit growth.. With 
five booming export process- 
ing zones and another in the 
pipeline, Cebu now accounts 


for 10 per cent of the Philip- . 
pines' surging exports and 10 
per cent of the country’s 
gross domestic product. 

Foreign investment from 
companies such as Mitsumi 
and NEC of Japan. Daewoo 
of Korea and Fairchild Semi- 
conductor of the US has 
flooded in, attracted by the 
pro-business policy environ- 
ment, low levels of crime 
and violence, and decent 
infrastructure and communi- 
cations. Most shipping com- 
panies in the Philippines 
have headquarters in Cebu. 
International air flights have 
increased and tourism has 
taken off: Eight universities 
provide an educated local 
labour force. 

With 1.5m voters, Cebu fa 
the largest province on the 
electoral map and second 
only to Manila 

For the first time in recent 
history, there fa a Cebuano 

candidate to vote for, an 
important factor in a coun- 
try where regional loyalties 
are paramount. Lito 
Osmefia, the former gover- 
nor of Cebu, who hails from 
the same political clan as the 
late Sergio Osmefia, claims i 
much of the credit for the 
recent economic boom. ! 

Following a surprisingly 
strong start to the campaign 
season - at one stage he was ! 
second only to Mr Estrada - 
Mr Osmefia's subsequent I 
decline indicates his lack of 
national momentum and, I 
critically, finance. I 

Cebuanos appear to be no < 
more enamoured of Mr de j 
Venecia, the speaker of , 
the House of Representa- 
tives, than the voters in I 
Manila, where business ' 


regards -him with distaste. 

Barring upsets, the presi- 
dential election appears to 
have narrowed to a two- 
horse race between Mr 
Estrada and Mr de Veneda. 
Both may be unloved by the 
business community, but in 
Cebu It is likely to be busi- 
ness as usual, reg a rdless of 
who wins. 


NEWS DIGEST 


CREW SAFE ON HAINAN ISLAND 


China holds Indonesians 
on tanker hijack charges 

Ponce in China's Hainan island have detained 12 Indonesians 
on suspicion of hijacking a Malaysian-flagged all tanker and 
salfing it Into Chinese waters to smuggle Its cargo, a Hainan 
official said yesterday. The 12 face charges of piracy, smug- 
gling aid y legal entry, said the official. He said the vessel 
Retro Ranger and its 21 -member craw, including the Austra- 
lian master, Kenneth Btyth. were safe in the port of Hatou, 
capital of the southern island province. 

Chinese marttime police intercepted the vessel in Chouse 
waters on April 26 on suspicion of smuggling and escorted it 
to Halkou. In Jakarta, an Indonesian foreign ministry official 
said the ministry was checking the report. The vessel was 
carrying 10,000 tonnes of diesel and kerosene worth 51.5m. 
Tbe Hainan provincial government official said the Indones- 
ians were armed with daggers when they boarded the tanker 
In international waters in the South China Sea off the coast of 
Malaysia and Vietnam. 

The 1&357 dwt vessel was reported missing by its agent, 
Singapore Psboships. a day after setting sail from Singapore 
on April 16 bound for Ho Chi Minh City in southern Vietnam. 
Reuters, Be^png 


MALAYSIAN ASSISTANCE 


Mahathir to boost Jakarta loan 

Mahathir Mohamad, Malaysia's 
prime minister, (left) yesterday 
said Malaysia would lend 
Indonesia an undtsdosed sum 
to help M out of ifs economic 
crisis. The loan would be on 
top of U SSI bn Malaysia pro- 
vided for Indonesia last year, 
as the regional crisis unfolded. 
The announcement comes as 
the crisis continues to strain 
the resources of a rising num- 
ber of Malaysian companies, 
banks and stockbroking 
houses. Yesterday, the Securi- 
ties Commission called on two 
stockbroking firms - Omega 
Securities and Alor Setar 
Securities - to show cause 
within two weeks on why their licences should not be 
suspended or revoked. Omega was forced to stop trading 
after- fairing to meet minimum liquid funds requirements. Alor 
Setar can continue trading under certain restrictions. 

.The Malaysian People's party criticised Or Mahathir's help 
. to Indonesia saying the initiative was inappropriate when 
Malaysians were struggling to cope. "I am surprised and 
bewildered at the announcement,” Syed Husin AH, MPP presi- 
dent, sakL Sheds McNulty, Kuala Lumpur 


AUSTRALIAN TRADEJDEFfCIT 

Record data ‘a wake-up call 9 

Australia posted its largest monthly trade deficit In March, a 
development one economist described as a “wake-up calf 
about the likely effects of Asia's financial crisis. Official data 
showed the balance on goods and services ballooned to a 
deficit of A$1.327bn (USS866m) In March from AS462m deficit 
In February. It was the highest monthly deficit since the series 
began In July 1971. K was also more than double market 
expectations of a deficit of ASS55m and beyond even the 
most pessimistic forecast of a ASlbn shortfall. 

Asia takes about 60 per cent of Australia's exports, and the 
financial crisis across the region has slowed demand for Aus- 
tralian goods and services. Rural exports and tourism have 
been partkajflariy hand hit 

In March, exports of goods and services fen by 5.2 per 
cent, while imports rose 3.8 per cent, pointing to continued 
strength In domestic demand. Imports ware led by an 
Increase of eight percentage points in capital goods imports, 
indicating a pick-up in business investment Australia’s 
exports of goods alone fell 5.8 per cent and imports rose 5 
per cent Reuters, Sydney 
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NationsBank 
is fined for 
mis-selling 


By Richard Wolffe in 
Washington and John Anthers 
in New York 


US regulators have fired a 
warning shot across the 
bows of f inan cial conglomer- 
ates emerging from the 
recent wave of “mega-merg- 
ers'* by fining NationsBank 
for mis-selling risky securi- 
ties to its elderly customers. 

The S6.75m fine was 
accompanied by a reprimand 
for NationsBank, and a cau- 
tion to all banks planning to 
sell brokerage products to 
ordinary bank customers. 
NationsBank, based in North 
Carolina, said last month it 
was merging with San Fran- 
cisco-based Bank Am erica to 
create the largest US retail 
bank with assets of S567.9bn. 

Citicorp, currently the 
largest US bank in terms of 
deposits, announced one 
week previously it was merg- 
ing with Travelers Group, 
the securities and insurance 
conglomerate, to form the 
world's largest financial 
institution. 

Arthur Levitt chairman of 
the Securities and Exchange 
Commission, condemned 
NationsBank and its broker- 
age arm Tar breaking anti- 
fraud laws. “We will not tol- 
erate deceptive practices 
that prey on investors.” he 
said. “These firms engaged 
in practices that blurred the 
differences between the 
bank and the broker-dealer.” 

Consumer groups and 
Democrats in Congress have 
raised strong opposition to 
the recent wave of mergers, 
saying they will lead to mis- 
selling scandals as banks 
attempt to “cross-sell" insur- 
ance and securities to exist- 
ing customers. 

The NationsBank scandal 
revolved around a sales cam- 
paign which presented deriv- 


ative-based Funds, called 
term trusts, as safe invest- 
ments in government-backed 
bonds. About 13.000 inves- 
tors. most aged over GO, were 
targeted for the sales pitch, 
which said the trusts were 
as safe as the US CapitoL 

Investors suffered "signifi- 
cant loss” as interest rate 
rises in 1994 affected the 
derivatives’ performance, 
which was highly leveraged 
and sensitive to rate rises. 

NationsBank said the sales 
practices had taken place in 
a joint venture with Dean 
Witter which was now over. 
“We have put it behind us. 
We have definitely strength- 
ened our procedures with 
respect to our brokerage." 
The bank neither admitted 
nor denied any wrongdoing. 
But the SEC said banks with 
brokerage arms must put in 
place “adequate separation” 
of their operations, “to avoid 
blurring and prevent 
improper sales practices”. 

ft said salesmen from 
NationsSecurities, the bro- 
kerage arm of the bank, 
would share desks and infor- 
mation in hank branches so 
that customers could not dis- 
tinguish between bank staff 
and brokers. Rank staff were 
paid referral fees to pass to 
brokerage staff the details of 
customers whose invest- 
ments in federally-insured, 
certificates of deposit were 
maturing. 

In addition to a $4m pen- 
alty by the SEC. Nations- 
Bank was fined $750,000 by 
tiie US treasury's Comptrol- 
ler of the Currency, which 
regulates national banks. It 
was also fined S2m by the 
National Association of 
Securities Dealers. 

Congress is due to debate 
the latest attempt to over- 
haul US banking laws this 
week. 


THE AMERICAS 


ANTITRUST ACTION THREAT SOFTWARE MAKER WARNS OF BROAD NEGATIVE CONSEQUENCES' BU T M A RKET SETS ASIDE WORRIES 

Market shrugs off Windows warning 


By Louise Ketiee 
ta San Francisco 

The US stock market yester- 
day largely shrugged off a 
warning by Microsoft of 
“broad negative conse- 
quences” should antitrust 
regulators force the com- 
pany to delay its planned 
June Introduction of Win- 
dows 98, a new version of its 
widely used personal com- 
puter operating system pro- 
gram. 

With the US Justice 
Department expected to 
reach a decision this week 


on whether to file an anti- 
trust lawsuit against Micro- 
soft. the software company 
is stepping up its efforts to 
turn public opinion in its 
favour. 

Microsoft's shares were 
down 1.5 per cent at $88& at 
mid-session. But elsewhere 
Wall Street seemed to shrug 
off the the warning. Stocks 

of leading PC makers, all of 
which will use the new Win- 
dows. moved up yesterday. 
Compaq was up $!'.'• at mid 
session at $30*», Dell gained 
$3nto $87 li and Hew- 
lett-Packard was up $1% at 


$75%. Shares of computer 
retailers were mixed, with 
Compusa, the biggest, off 3 
per cent at $18£, but Circuit 
City up 2.5 per cent at $41%. 

Thirteen states are also 
investigating Microsoft’s 
business practices and they 
too are widely expected to 
bring action shortly against 
the software Industry leader. 

Although the scope of 
such legal actions could be 
much broader. Microsoft has 
focused its public comments 
on the possibility that Win- 
dows 98 might be delayed or 
blocked. The product is 



New Beetle no dummy in crash tests 


Volkswagen's New Beetle, 
which bounces away from 
low-speed impacts like a 
plastic Tonka toy. also 
protects its occupants better 
in high-speed crashes than 
any other small car, 
according to test results 
released yesterday. Renters 


reports from Detroit 
The Insurance Institute for 
Highway Safety gave its 
highest rating to the New 
Beetle in 40mph frontal 
offset crash tests. It was the 
only one of 16 models to earn 
an overall safety evaluation 
of “good" from the institute. 


and the only small car to be 
named a “best pick”. 

The car's passenger 
compartment suffered so 
little deformation during the 
offset test that the only 
obvious indication of an 
accident was the deployed 
air bags, the institute said. 


scheduled to be introduced 
next month. 

“The impact would be felt 
by PC manufacturers .^ com - 
panies that develop software 
products, companies that 
manufacture hardware 
peripheral devices supported 
by Windows 98, resellers and 
retailers who sell computer 
and software products, val- 
ue-added providers who pro- 
vide service and support, 
thousands of others 
whose success is tied to Win- 
dows,” said Greg Maffei, 
Microsoft chief financial offi- 
cer, in a letter delivered to 


150 analysts and investors 
yesterday. 

The letter is the latest 
move in what appears to be 
a campaign by Microsoft to 
rally support from various 
constituencies with an inter- 
est in its continued success. 
Last week the company 
organised letters to the Jus- 
tice Department and state 
attomeys-general from com- 
puter retailers and resellers 
as well as PC manufacturers 
and software developers. 

Today. Bill Gates, head of 
Microsoft, will bold a rally in 
New York at which he is 


expected to demonstrate 
Windows 98 and reiterate 
Microsoft's concerns about 
the economic impact of 
delaying the product. 

Resellers and retailers 
would also “share the pain”, 
said Mr Maffei. through lost 

sales and wasted adver tising 
costs. The computer services 
Industry stood to lose busi- 
ness selling, installing, sup- 
porting and training their 
customers to use Windows 
98 and related products, he 

warned. 
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Canada water could 


become a trade good 


By Scott Morrison a Toronto 

Canada's fresh water could 
become subject to interna- 
tional trade regulations after 
Ontario Issued a permit let- 
ting a small Canadian com- 
pany draw water from Lake 
Superior in order to export it 
to Asia. 

The permit has heightened 
fears that Canada could be 
obliged to sell its fresh water 
to the US. At least one trade 
expert says the permit 
issued by Ontario’s environ- 
ment ministry in effect 
transforms water into a trad- 
able commodity that is now 
subject to North American 
Free Trade Agreement and 
World Trade Organisation 
provisions covering the 
trade of that good. 

Ontario will now have to 
provide equal treatment to 
domestic and foreign compa- 
nies seeking permits to draw- 
water for export, said Barry 
Appleton, a Toronto trade 
lawyer and a leading author- 
ity on Nafta. “Trade in water 
is now here. This is a funda- 
mental change,” said Mr 
Appleton. 


Control of Canada's fresh 
water supply was a key con- 
cern among environmental- 
ists and nationalists when 
federal officials were negoti- 
ating trade agreements with 
the US. Critics of free trade 
warned that the agreements 
would oblige Canada to 

Water from a lake 
is to be exported 
to Asia, Ontario 
has agreed 


divert water in order to sat- 
isfy the thirst of the arid 
south-western US states. 

At the centre of the con- 
troversy is Nova Group, a 
small company from north- 
ern Ontario which has 
secured a provincial permit 
to draw 10 m litres of water a 
day for five years. Nova said 
it intended to export the 
water to Asia, although it 
does not yet have a buyer or 
a mode of transportation. 

Gordon Ritchie, a member 


of the team that negotiated 
the 1989 free trade agree- 
ment with the US. argued 
that exporting water to Asia 
would not oblige Canada to 
sell water to its Nafta part- 
ners and that only existing 
hulk water exports to the US 
or Mexico, of which there 
are currently none, are pro- 
tected under the agreement. 

“1 think this is all just 
smoke. The problem is that 
there Is an unlimited supply 
of totally unsupported alle- 
gations.” he said. 

Mr Appleton says there 
are no restrictions on the 
export of Canadian water 
and invoking a ban now 
would amount to imposing 
an export quota for Asia, 
which would be a WTO vio- 
lation. A Canadian foreign 
affairs spokesman said tbe 
government's position was 
that water was not a good 
unless it was bottled, but he 
did acknowledge that tbe 
interpretation was not uni- 
versally accepted. 

It was not immediately 
clear how the federal govern- 
ment would respond to 
developments. 
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Announcement regarding further details of the 
company's restructuring including: 


• A revised forward strategy and nature of business; 

• The appointment of new directors; 

• A proposed revised change of name; 

• The proposed termination of the company's listing on The London Stock Exchange (“The LSE”); and 
• The date of general meeting of shareholders to approve the restructuring 


1. Introduction 

Further to the announcement published on 15 March 1998 which set out the terms of the restructuring of GFP (“the 
rest rue curing”!. Capital Alliance Bank Limited is authorised to announce further details regarding the restructuring 
including, inter alia, a revised forward strategy and nature of busiaess. the appointment of new directors, a proposed 
revised change of name, the proposed termination of the LSE listing and che date of the general meeting of shareholders 
to appnive the restructuring. 

2. Revised forward straregy and nature of business, appointment of new directors and proposed revised 
change of name 

On 19 March 1998. Messrs RAR Kebbie. G Fischer, HC Buicendag, PRA Ferguson, and RB Kebble resigned from 
rlie Board of Directors of rhe company. The new directors appointed to che Board with effect from 20 April 1998 axe 
Ms TAM Mokhobo and Messrs MG Khumalo, G B rummer. S Ndukwana, SPP Ngwenya and SMM Xayiya. It is 
proposed that the new appointments be ratified by the shareholders of rhe company at the forthcoming meeting of 
shareholders referred to in paragraph 4 below. As a consequence of these changes, directors have proposed chat che 
company’s forward strategy be re-aligned to enable GFP to become a significant. African based company, which will 
be adequately capitalised and will; 

• Be incused mainly on mining, industrial interests and financial services; 

• Contain quality mvesrment property holdings, which produce strong cash flows; and 

• Own a controlling stake in a media business involved in electronic media interests. 

The recapitalisation of the company by R150 million in terms of the restructuring will allow GFP co actively pursue 
investment opportunities in chose industry sectors identified as having significant growth potential and where a 
meaning I ul contribution can be made in terms of che directors* core competencies. 

The directors haw also proposed to amend rhe suggested new name of che company, previously communicated os 
RjnJiieitis Properties Limited, to Mawenzi Resources Lamired. The rationale for the change of name ro Mawenzi 
Resources Limited is for rhe name ro reflect an appropriate association with che continent of' Africa. 

3- Termination of the LSE Listing 

The directors have proposed and the LSE has agreed to ccrmirure the listing of the company on the LSE with effect 
from rhe close of trading on Friday, 5 June 1998. Tbe rationale for the termination of rhe listing is that rhe cost s 
associated with retaining the LSF. listing exceed the benefits derived from it. Ail documents of title in respect of GFP 
shares will cense co be of value, of any fiinher force or effect, or good for delivery on the LSE after Friday. 5 June 1998. 

in addition to the termination of GFP's listing on the LSE, che over-the-counter trading mechanism on the Paris Bourse 
will also be terminated with effect from the close of business on Friday, 5 June 1998. 

Shareholders are referred to che procedure for the surrender of share certificates as Set out in the circular to shareholders 
to be posted on Thursday. 7 May 1998. 

1 . Dace of General Meeting of shareholders and relevant documentation 

The dare of the meeting of shareholders of the company to consider and. if deemed fit. approve the resolutions required 
ru implement the restructuring proposals as well as the proposals set out in chis announcement, is Friday, 29 May 1998. 

A circular relating to the restructuring and incorporating a norice of general meeting of the shareholders of the 
Lunipanv is being finalised and will be posted to GFP shareholders on Thursdav, ~ May 1998. 


Johannesburg 


4 May 1998 


Merchant Bank to Gold Fields Property Attorneys 

Company Limited Deneys Reitz 

Capital Alliance Bank Limited 
Registration No. 60, '03893/06 


Sponsoring Broker to GFP 
Capital Alliance Securities (Proprietary; Limited 
Registration No. 87/0 1 . 1SJ/0" 

Member of the Johannesburg Stock Excliange 



US to boost 


pressure . 
on Japanese 


By Gerard Baker in Washngtoo 

The US will use an import- 
ant series of international 
meetings in the next two 
weeks to ratchet up the pres- 
sure on Japan to make good 
on its promise to stimulate 
its economy and help the 
rest of Asia weather its eco- 
nomic crisis. 

The finance ministers of 
the Group of Seven industri- 
alised countries meet this 
weekend in London, where 
tbe weakness of the Japa- 
nese economy is expected to 
dominate the discussions. 

Robert Rubin, the US Trea- 
sury secretary, and Law- 
rence Summers, his deputy, 
are both likely to repeat 
their calls at last month's 
finance ministers’ meeting 
for Tokyo to adopt a 
long-term strategy for eco- 
nomic recovery. 

Next week. President Bill 
Clinton win travel to Europe 
to meet heads of government 
of the G7 plus Russia, and he 
intends to lean heavily on 
Ryu taro Hashimoto, the Jap- 
anese prime minister, in an 
effort to make the US case. 

in an interview with the 
Wall Street Journal yester- 
day, the president said he 
would spend several long 
sessions with Mr Hashimoto 
at the summit. Mr Clinton 
gave a cautious welcome to 
the fiscal package which Mr 
Hashimoto announced last 
month. 

“If it's real, that is, if it's 
real moDey and it’s Imple- 
mented rapidly and vigor- 
ously - I think it wifi be a 
plus,” be said. 

Japan must implement 
other financial and market 
reforms “to open the econ- 
omy. to subject it to more 
genuine competition and 
open markets”, be said. Nei- 
ther the finance ministers' 
meeting nor the leaders' 
summit is expected to pro- 
duce anything more than 
verbal pressure on Japan, 
however, 

The US is highly reluctant 
to engage in any co-ordi- 
nated currency intervention 
to prop up the Japanese yen. 

The US has repeatedly 
made clear that it believes 
Japan poses both the biggest 
danger and the biggest 
opportunity in the continu- 
ing efforts to resolve the 
Asian financial crisis. 

US officials remain cau- 
tious about the impact of the 
rrisi*; nn their ficnnnmv and 



the rest of the world. Figures 
published last week showed 
US growth accelerated in the 
first three months of 1998, as 
powerful domestic momen- 
tum brushed aside the 
effects of Asia. 

But the White House 
expects the effect of the 
Asian crisis to grow over the 
rest of the year and there is 
continuing concern about 
the fragility of the Japanese 
financial system and the risk 
of a sudden loss of confi- 
dence that couid shake 
world markets. 

The US believes it has put 


‘If it’s real money 
and Implemented 
rapidly I think it 
will be a plus' 


its own economic house in 
order. Mr Clinton said lie 
expected a budget surplus of 
about S50bu this year, the 
first federal government sur- 
plus for 30 years. 

But the administration has 
problems of its own. notably 
over its efforts to persuade a 
sceptical congress of the ben- 
efits of international eco- 
nomic engagement 

Mr Clinton's request to 
Congress for additional fund- 
ing for the International 
Monetary Fund has run into 
the political sands in tbe last 
two weeks. And last week 
the president indicated he 
had no plan to ask the con- 
gress for fast-track trade 
negotiating authority. The 
administration foiled to get 
this last year and has all but 
given up hope of securing it 
in this mid-term congressio- 
nal election war. 


NEWS DIGEST 

BRAZILIAN BUDGET 

Deficit jumps as public 
spending continues 

Brazil's budget deficit jumped to 6.53 per cent of gross 
domestic product at the end of February, a sharp increase 
from January and a further demonstration of the government's 
difficulty in bringing public spending under control. 

The deficit, which excludes privatisation receipts, surprised 
many economists, who had expected it to foil from a revised 
6.21 per cent in January. The increase occurred in spite of 
rising tax revenues and an austerity package introduced fol- 
lowing the Asian crisis. “This shows that fiscal accounts are 
still out of control,’ said Dany Rappaport, chief economist at 
Banco Santander in Sao Paulo, “it seems that no matter what 
the government does, the money keeps flowing out." 

Most economists have blamed spending by states and 
mimiripalltles for Brazil's worsening fiscal position. 

■ The privatisation of Brazilian telecoms hit another hurdle 
yesterday when the government was forced to postpone a 
meeting expected to restructure the complex public network. 
known as the Telebf&s System, in readiness for its sale. 

The ministry hopes to issue tender documents on May 29 
and accept bids on July 15, a schedule most analysts regard 
as impossibly tight. Jonathan Wheatley, Sao Paufo 


CUBAN HOTELS 


Pansea in $25m joint venture 

A French hotel company. Pansea Hotels and Resorts, has 
signed a S25m joint venture with a Cuban state tourism cor- 
poration to build eight small, luxury hotels on the communist- 
ruled Caribbean island. 

Britain’s development finance institution, the Common- 
wealth Development Corporation, is also an investment part- 
ner in the venture involving Pansea 

The 50-50 joint venture with Cuba’s Cubanacbn corporation 
will Introduce the concept of luxury "circuit" tourism to Cuba 
which has so far been concentrating mostly on beach resort 
tourism. Pascal Fletcher, Havana 


BERMUDA TELECOMS 


C&W to sue over lost revenue 

Cable and Wireless has started a legal battle to recover 
SlOOm it claims ft lost in Bermuda after the island's govern- 
ment ended the company's monopoly on telecommunications 
services and gave an operating licence to another company. 

The company has filed a writ against Bob Richards, the 
British colony's telecommunications minister. C&W claimed 
last month that it had lost 25 per cent of its market share to 
TefeQermuda International. The compensation bang claimed 
is to cover losses for the removal of the company's monopoly 
on providing international services without the required three 
years' notice, a company spokesmen said. 

The government said competition would provide a more 
efficient and competitive service, and it had allowed the new 
company to offer rates lower than those of C&W for a transi- 
tion period. TeleBermuda’s rates are. on average. 15 per cent 
lower than C&W a. Canute James, Kingston 


CARIBBEAN MISSION 


Taiwanese seeking support 

Lien Chan, vice president of Taiwan, is visiting the Caribbean 
this week to shore up diplomatic support following the deci- 
sion of the Bahamas and St Lucia to switch ties to China after 
a Beijing diplomatic offensive. 

Mr Chan will arrive in the region on Saturday and will meet 
the leaders of Grenada. St Kitts, Dominica, St Vincent and the 
Grenadines. He is expected to offer more economic help. 
Taiwan has already funded several agricultural and road con- 
struction Droiects in the east Caribbean. Canute Js*nes 
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fig-1 

You have no map. 
Remember. 



fig- 2 

You lost your compass. 


fig- 3 

What good's a cellular 
phone if you don't know 
where you are ? 
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You arrive at a crossroads only to discover 
that the signpost has been blown 
down in a storm. You have no map. 

Which direction do you take? 
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PARIBAS 


No.l IN 
THE EURO 


30 % market share 

First Supranational 
in Euro 

First Sovereign 
in Euro 

First Convertible 
in Euro 

No. I 

Euro Swap House 




»» 


LEADING THE WORLD IN THE EURO 

Today, it is easy to feel lost when confronted by the future. The financial landscape is shifting 
before our very eyes. Moving into new territory, as we are with the Euro, is fraught with uncertainty. 
What you need is a guide who’s been this way before. 

Founded 125 years ago simultaneously in 4 European countries, Paribas was the first bank with a 
truly European philosophy. Today, with an organisation based on banking activities and industrial sectors, 
no other bank can equal its experience in crossing financial frontiers. 

In the 1??7 1FR Awards, Paribas won for Eurobond of the year and was named Ecu/Euro Bond 
House of the year. As we get closer to the “big bang” of 1???, the experience of Paribas as the lead Ecu 
bookrunner since 1?81 puts the bank in a unique position of authority in all questions relating to the Euro. 
And it is, in fact, only by the application of experience that we can solve the problem of the crossroads 
with the fallen signpost. 

How do you decide which way to go? You leverage your own recent experience. Since you do 
know where you’ve come from, you simply raise the signpost, point the relevant arrow in the direction 
from which you have come - and the way ahead is clear, http://www.paribas.com 
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BRITAIN 

DEFENCE collaboration will see contract for tracer project awarded to one of two consortia 

US and UK close to stealth vehicle deal 


By Alexander NicoU, 

Defence Corresponds)! 

Britain and the US are close* 
to an agreement on joint 
development of an armoured 
reconnaissance vehicle 
packed with advanced sens- 
ors. communications and 
stealth technology 
The defence industry is 

expecting the UK Ministry of 

Defence to sign a memoran- 
dum or understanding 
within the next Tew days, 
heralding a pioneering 
degree of collaboration with 
the US on the highly sensi- 
tive S5bn Tracer programme. 


UK defence ministry off- 
icials declined, however, to 
indicate when UK approval 
was Likely. The US Army has 
already signed the memoran- 
dum. under which Washing- 
ton and London will fund 
the project equally. 

The Tactical Reconnais- 
sance Armoured Combat 
Equipment Requirement 

(Tracer), known in the US as 
the Future Scout & Cavalry 
System, will be a hub of the 
“digital battlefield”, which 
military chiefs see develop- 
ing as a result or advances in 
technology. It will add to the 
drive among western armed 


forces to become more rap- 
idly deployable and able to 
deal decisively with world 
crises and peacekeeping 
operations. 

Their computer systems 
will fuse information with 
that from other sources, 
including helicopters, 
unmanned aircraft and satel- 
lites. and transmit it rapidly 
to commanders who will be 
able to get a complete pic- 
ture of the battlefield. 

The vehicles will be able 
to penetrate far behind 
enemy lines thanks to 
advances in stealth through 
“signature management" - 


the avoidance of detection 
by reducing radar, thermal 
and noise emissions. 

Companies will be asked 
to develop the means to 
achieve all this, including a 
hybrid electric en g ine capa- 
ble of covering long dis- 
tances. The vehicles must 
also be small enough to be 
carried in a C130 transport 
aircraft. 

Signing of the memoran- 
dum is expected to be fol- 
lowed rapidly by the issue of 
invitations to tender to two 
consortia, each combining 
electronics companies with 
armoured vehicle makers. 


They are: Sika. a 50/50 joint 
venture between Lockheed 
Martin and British Aero- 
space, also involving 
armoured vehicle manufac- 
turers Vickers of the UK and 
General Dynamics of the US; 
and the Lancer consortium, 
including United Defense 
and Raytheon of the US. and 
GGC-Marconi and GKN of 
the UK. 

Both consortia are almost 
ce rtain to be awarded con- 
tracts later this year for 3 1 /* 
years of “project definition”, 
in which they will each pro- 
duce a demonstrator vehicle. 
The two governments will 


then pick one consortium to 
manufacture the vehicle, 
which is due to come into 
service in 2007. 

The US Army is expected 
to order U00 vehicles and 
the British Army 400. 

The project is important 
because of its close collabo- 
ration and sharing of tech- 
nology between the US and 
UK at a time when British 
companies are under pres- 
sure from the government to 
integrate with European 
defence groups. It will also 
fill a long-recognised gap in 
the reconnaissance capabili- 
ties of both armies. 


Business 
‘not ready 
for law 
on late 
payment’ 

By Christopher Brown-Humes 
in London 


MACHINE TOOLS ENTREPRENEUR’S NAME USED IN EXCHANGE FOR TECHNICAL ADVICE FROM JA PANES E COMPANY 

Motor racing team makes innovative link 


By Peter Marsh 


Businesses are not prepared 
for a tough new law cover- 
ing late payments to suppli- 
ers. a survey of finance 
directors says. 

The survey finds that 
fewer than 2 per cent of 
finance directors in large 
businesses fully understand 
the Late Payment of Com- 
mercial Debts i Interest) bill, 
which is due to pass one of 
its final hurdles in the House 
of Commons today. 

The bill gives companies 
the nght to claim interest on 
late payments and proposes 
an interest rate of 8 per cent 
over the base rate. The 
amounts involved could be 
more than £180.000 ($300.000 i 
a day. according to the Asso- 
ciation for Payment Clearing 
Services, which commis- 
sioned the survey. 

"Given the potential cost 
to British business we are 
surprised at how few compa- 
nies have grasped the full 
implications of the bill.” said 
Richard Tyson-Davies for the 
association. “The legislation 
will in time affect every 
business irrespective of 
size." 

One in five business pay- 
ments are made outside the 
timescale proposed under 
the legislation. 

The legislation is expected 
to come into force later this 
year, and will be phased in 
over four years, initially, it 
will apply only to small busi- 
nesses. which will be able to 
collect interest from late 
paying larger businesses 
(more than .10 employees i 
and the public sector. 

Two years later, small 
businesses will have a statu- 
tory right in claim interest 
against an\ late pciyinc busi- 
nevs ami (he public sector. 
After four years, the right to 
cLiini interest will be 
granted to all businesses. 

The association has found 
that only 27 per cent of 
finance directors knew the 
legislation allowed interest 
to he charged °n late pay- 
ments. 

-lust 8 per cent knew only 
small companies could 
charge Interest initial I v. 

At the moment, companies 
run sue (Or late (Kiymunts in 
the courts, but many rfu not. 
particularly when small 
sums are involved. The osso 
clarion is Inin:' lo encour- 
age companies to move away 
In mi cheques towards direct 
credits, enabling invincrs to 
be paid by an electronic 
transfer nr funds to a suppli- 
er's bank account. It says 
this h:is : id vantages for both 
sender and recipient. 

Direct credits, although 
rreijiientlt used lo pay 
employees their salaries, are 
not widely used to pay sup- 
pliers. 


The austere world of 
machine tool marketing has 
moved up a gear through an 
innovative link between one 
of Japan's biggest tool sup- 
pliers and Jackie Stewart, 
the UK motor racing entre- 
preneur. 

The UK arm of Hitachi 
Soiki is to use the former 
Formula One world champi- 
on's name in advertising its 
tools, in exchange for provid- 
ing a full-time consultancy 
service to Stewart Grand 
Prix Racing. Mr Stewart's 
racing company. 

While soccer stars or act- 
ors are frequently happy to 
lend their names to help sell 
consumer goods such as food 
or designer clothes, deals of 
this sort are barely known in 
the more staid world of 
industrial equipment In this 
field, technical specifications 
are normally more impor- 
tant than a famous dace. 

Hitachi conceive d the link 
with Mr Stewart after it cal- 



Nflw formula: Stewart &and Prix Racing and Hitachi machine toots make unusual partners John Marsh 


culated that motor racing 
was one of the few pastimes 
almost guaranteed to set the 
pulses racing of the engi- 
neers who boy its products. 

Mr Stewart is himself 
known for arranging spon- 
sorship deals, in which cor- 
porations such as banking 
group HSBC or Lear, a US 
maker of car seats, give his 


racing team money in 
exchange for putting then- 
names on his grand prix 
cars. However in the case of 
the link with Hitachi, no 
money is changing bands 
Instead, in exchange for 
the cachet of using the 
grand prix man's name, the 
tool company will give tech- 
nical advice to Mr Stewart's 


engineering staff on develop- 
ments in tools, for instance 
new cutting techniques for 
engine parts. 

In addition. Mr Stewart's 
company has signed an 
exclusive deal with Hitachi 
to buy machine tools for its 
production unit in Milton 
Keynes. This deal is expec- 
ted to be worth about £1.5m 


over the next five years. 

Michael Legg. managing 
director of Hitachi's UK 
operations, said that the use 
of Mr Stewart’s name 
amounted to a “superb 
endorsement" for his compa- 
ny’s products. 

The contract comes after 
Hitachi has built up a record 
in supplying machines to a 
number of the UK’s motor 
racing companies for jobs 
such as producing speci- 
alised pag ing parts or trans- 
missions. 

It already has a similar 
“endorsement" deal with 
Benetton, the Italian motor 
racing team that has its 
headquarters in Britain. 
However the link with Mr 
Stewart a household name, 
is judged to be a more valu- 
able marketing strategy. 

UK sales of Hitachi tools, 
mainly machining centres 
and computer-controlled 
lathes, came to about £30m 
last year, out or the compa- 
ny's world sales of some 
E280m- 


Hifrichi conceived the link group HSBC or Lear, a US tool company will give tech- Keynes. This deal is expec- ny s world sales of son 
with Mr Stewart after it cal- maker of car seats, give his nical advice to Mr Stewart's ted to be worth about £1.5m £280ul 

Japan tools group set for £3m expansion 

By Peter Marsh acquired fro m the receiver. Britain by a Japanese com- previously being part of a US ucts such as electric motor 

- - — Employment at the plant is pany. Unlike Japanese con- group. computers . and car wim 


Aida Engineering, one of the 
world's biggest makers of 
high-speed press machines 
for the electronics and auto- 
motive industries, is to 
invest about £3m ($5m) in a 
new assembly area at its 
plant in Derby, central 
England. 

Aida, a publicly quoted 
Japanese machine tool 
maker, is building the 
assembly area at Bliss, for- 
merly E W Bliss, the com- 
pany in Derby which It 


acquired from the receiver. 
Employment at the plant is 
due to expand from 80 to 100 
by the end of thin year. 

Aida, which has annual 
world sales of about £150m, 
mainly in Asia, sees the UK 
operation as crucial to its 
efforts to expand sales in 
Europe, where in the 
high-speed press sector it is 
well behind Bruderer of 
Switzerland, the market 
leader. 

The investment by Aida is 
only the third machine tool 
manufacturing venture in 


Britain by a Japanese com- 
pany. Unlike Japanese con- 
sumer goods and car compa- 
nies, which have been big 
investors in Europe, most 
Japanese machine tool busi- 
nesses prefer to export to the 
region.' 

Japan is the world’s big- 
gest machine tool builder, 
providing a quarter of the 
£26bn of tools made globally 
last year. 

Bliss has been in Derby 
since 1938. Until it went into 
receivership in 1996 it was 
owned by managers, after 


previously being part of a US 
group. 

Andrew Hill, managing 
director of Aida's UK 
operations, said be wanted 
to double Aida's annual 
European sales to 'about 
£20m by 2001. Just over half 
the sales would come from 
machines made in Derby, 
with the rest imported from 
Aida's Japanese plants. 

The fastest growing part of 
the company's sales is 
high-speed presses that can 
stamp out small metal parts 
to high accuracies for prod- 


ucts such as electric motors, 
computers . and car wind- 
screen wipers. Aida sees a 
p romisin g European market 
for these presses. 

Aida's spending follows 
£55m. of invesfrnqnt^at a 
plant in Worcester ‘ by 
Japan's Yamazaki Mazak, 
one of the world's biggest 
machine tool makers, over 
the past decade. The other 
Japanese machine tool plant 
in the UK is run by Mat- 
su ura near Leicester, central 
England, where the company 
has invested £l0m. 
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American Express opts 
for different technology . i 

American Express, toe charge card and travel company, has ; 
agreed to use the Muttos operating system developed by . - 
Mondex group as the platform for its, smart cards. 

AmexCo already uses the competing Proton electronic 
purse technology, so its move is a significant advance for 
Muttos's efforts to become an industry standard for smart 

Ca /3mough Mondex is controlled by MasterCard, it has placed . 
the development of the Muttos system under the control of an 
independent consortium called Maosco in an attempt to post- ■ 
bon the technology as an open standard. ‘ 

Development of smart cards has been held back by the fail- 
ure 0 f the big payment card organisations to agree on com-i 
mon technical standards. Retailers, for example, do not want .V 
to install new card terminals if they cannot be sure they will 
work for all the major payment cards. 

AmexCo said Muttos would allow it to create personalised 
cards combining functions such as credit, debit electronic 
purse, electronic ticketing and retailer loyalty programmes an 
a single card. George Graham. London 

NORTHERN IRELAND _ 

Bombs fail to halt marathon 1 

Thousands of runners turned out tor the Belfast Marathon m 
Northern Ireland yesterday despite the discovery of two mor- 
tar bombs near the route of the race. Competitors had to be 
rerouted at the last moment. The mortars, of a type previously 
use by toe Irish Republican Army, were fired at a police sta- 
tion late on Sunday night but missed the target, pottee— 
sources confirmed. 

Pottce were also last night investigating reports oi a device 
exploding on the main railway line between Northern Ireland 
and the Republic of Ireland. Both attacks were blamed on dis- 
sident republicans opposed to the Northern Ireland peace 
agreement. 

“dearly we have nothing that remotely approaches peace" 
said Peter Robinson, deputy leader of the hardline .Protestant 
Democratic Unionist party, which wants to retain British rule' . 
over the province. ;.r 


n. 

i-w = - * 

i " i 

■i f 


S' 


1 


CABLE TELEVISION 
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Watchdog comes under fire 

The Independent Television Commission, the watchdog which ; 
oversees the commercial television industry, is expected to . . 
face criticism today over plans to change the way cable ant; 
satellite channels are sold. The ITC announced m April that E \ 
would bring in measures to allow customers to subscribe to 1 
fewer television channels. 

However, ki a submission to be presented to the TTC today . 
MirrorTel. owner of Live TV, the cable channel, is expected : 
challenge the watchdog's claims that It has toe power tb.teiar^ 
up channel providers' existing contracts wtto cable operators. ; : 
MirrorTel has already threatened to sue the DC if It enforces r r * 
the changes. The TTC has IrxScated it is unlikely to make n 
concessions. Cathy Newman, London 


LABOUR MARKET 
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Early retirement on the rise 

The trend towards early retirement in the UK seems to be to 
intensifying in spite of the buoyant state of the labour market, 
according to Incomes Data Services, the employment 
rese ar ch organisation. 

A survey of 50,000 employees taking retirement from a 
cross-section of 20 blue-chip employers found 80 per cent 
did so brfore reaching their scheme’s “normal retirement 
age". In sane companies, most employees retired at or 
before reaching the age of 54. Andrew Bolger, London 


Lloyd’s of London looks for a way of lifting an annual burden 


Market may move to become business backed by 
permanent capital, writes Christopher Adams 


L loyd’s of London is con- 
sidering how to overhaul 
its centuries-old system 
or capital provision by which 
insurance underwriters raise 
fresh funds each year. 

Ron Sandler, chief execu- 
tive of the insurance market, 
said the "annual venture” 
carries an economic cost 
that is burdensome. 

His comments to several 
hum Inn] Names - individu- 
als whose assets underwrite 
the market - show he has 
crime down firmly on the 
ide of those advocating 
re fur ins to speed up the 
transformation of Lloyd's 
into a modem business sup- 
ported by permanent capital. 

Lloyd's will need to re- 
invent itself if it is to pros- 
per in an increasingly com- 
petitive trading environ- 
ment. he says. It will have to 
cut ousts .and broaden its dis- 
tribution base. 

Many underwriters who 
manage the syndicates or 
trading units that collec- 


tively insure risk at Lloyd's 
have already begun forming 
strong ties with new corpo- 
rate investors, taking control 
of the capital supporting 
their businesses in the pro- 
cess. They have sought such 
links because of commercial 
pressures in global insur- 
ance. Competition has inten- 
sified. and some underwrit- 
ers complain it is becoming 
difficult to operate not know- 
ing for more than 12 months 
ahead how much capital will 
be backing their activities. 

Lloyd's underwriters have 
for three centuries had to 
attract fresh funding each 
year for the syndicates they 
manage in order to continue 
operating. Until 1994, all the 
capital was supplied at arm’s 
length by Names. But their 
numbers have recently 
fallen following the worst 
losses in Lloyd’s history. 
Corporate funds support 60 
per cent of underwriting. 

Lloyd's may now take 
steps to make reporting and 
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regulatory burdens on busi- 
nesses that switch to perma- 
nent capital more flexible. 
For example, it is looking at 
how businesses operating in 
the market could move to 
annual from three-year 
accounting. Delayed profit 
distribution has confused 
potential investors, deterring 
them from buying shares In 


quoted Lloyd's vehicles. 

It is also poised to approve 
measures that would enable 
underwriters to do bilateral 
deals with Names and other 
capital providers when buy- 
ing in “capacity" or the right 
to support business written 
by the syndicates they man- 
age. This would make it 
easier to trade large chunks 


of capacity, hastening 
restructuring. The system 
will not change overnight 
and evolution away from the 
annual venture may take 
several years. However, the 
repercussions or this process 
for Names will be enormous 
and reform contentious. 

Over time, the choice for 
those wanting to participate 


by pledging capital to syndi- 
cates on an annual basis will 
probably diminish. Private 
trading with unlimited liabil- 
ity, the way that Names 
have traditionally partici- 
pated. may die. 

The argument for and 
against the Annual venture 
will therefore be fiercely 
fought in the coming weeks. 
Lloyd's holds Its annual 
meeting in June. 

The system has many ben- 
efits. It allows capital to flow 
freely around Lloyd's, 
encouraging entrepreneurs. 
Underwriters are kept on 
their toes, since Names have 
tended to flock to better per- 
forming syndicates and with- 
draw from less profitable 
areas. Some say it is a more 
efficient and ruthless redis- 
tribution of capital than 
exists in any quoted insur- 
ance company. 

Supporters argue the 
annual venture has contrib- 
uted to Lloyd’s other 
strengths: its ability, for 
example, to underwrite a 
variety of business, insuring 
everything from film stars' 


body parts to space rockets 
and nuclear power, stations.;? 
But there are expenses. 
These include the cost of 
managing tens of thousands 
of trust funds fGr each 
underwriting year for Names 
to meet solvency require- 
ments. 

The distribution of profits 
is also cumbersome. Names 
who have backed . a loss- 
making syndicate . cmnot 
take the returns from a prof- 
it-making one until tbeb net 
solvency has been cilcu* 
lated. Some underwriters 
also complain that the 
annual venture makes it dif- 
ficult for them to tike 
long-term investment deci- 
sions and write multi-y<or 
insurance policies. 

The cost to underwrites 
of regulatory compliance s 
also an issue. The comply 
regulatory structure a 
Lloyd’s is largely designed;*! 
ensure a level playing Selc 
between the providers and 
the mangers of capital. If the 
two were combined, the need 
for such safeguards would be 
lessened. 
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So you’re looking 
for the best way to 
travel to Scandinavia, 
the Baltic region and 
Eastern Europe. 

Who cares? 


We do. 


Fly with SAS non-stop from London and Manchester to Stockholm or Copenhagen. From there, we’ll fly you in SAS comfort within Scandinavia, or to Finland, Poland, Estonia, 
Latvia, Lithuania or Russia. Whats more, together with our Star Alliance™ partner airlines - Air Canada, Lufthansa, THAI, United Airlines and Varig - we offer you a route network 
that serves more than 600 destinations in 108 countries. We care for you all the way. For more information, visit us at www.sas^e or call 0845 60 727 727; 
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MANUFACTURERS OF FASHION 
AND TECHNICAL SPORTSWEAR 
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JS*!!* ** Y 2*« ^ Michael Honocfe ofler for sofa as a 
going concern this well established manufacturer of fashion and technical sportswear. 

Pnnapat features of the business Indude: 

"turnover c£l2m 

• blue chip customer base 

• order book £2.6m 

• committed and skilled workforce of 370 

• ft ?“ V pramlses in W1 9 Qn (45,000 sq IQ and Runcorn (13,500 sqfl) and 

warehouse facility In Bolton 

• stable management structure 

For farthw information, please contact Bob Young of Coopers & Lybrand, 

140080 Drtve ' Festtval Stoke on Trent ST1 5SJ. 

Tel: 01782 279795. Fax: 01782 2691 12. 
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Channel Islands & Worldwide 
l Ottsbore Company formations 

bAmmsntxnoN. 

Fm Services 

For fin InlnnnjboatxBtict 
CKO> TRUST LIMITED 
3“ Floor. M Dand FUcr. 

Si HtArr. Jeiwr JE2 -ITE 
TetdlSK) H7B774 fiuc (U1534I 3S40I I 


PBOiECT AND COMMERCIAL 

fuKfcig avedsUs to UK and 
■numetnralcSfinB. 

Anglo American 
Gram Pic 

1W: 01924 201 365 
Fax: 01924 201 377 


Invest at ground level - new 
and early sr»ge businesses at the 
Man of their quest for growth. 

Reduced risk- VCR publishes 
screened investment opportunities. 

Time saved -deoiled, ob j ect i ve 
reporting enables your assessment. 

Flexibility & choice- projects in 
all industries. Invest alone or with 
others. Gain a directorship. 

20 yrs experience - vcr has 

helped raise £22rafcr250+ ootnpajnes. 
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For 

JOINT VENTURE / SALE 

ALLOY STEEL FOUNDRY 

Belgium 

AUTOMATIC MOULDING. WIDE CUSTOMER BASE 
Opacity 6000 Tans/Year. Specialising to Best/Mer Resistant Castings 
Application - Oaneni. h tc ioeiww; Power Seoor 


Td.- +91 33 29042 

Fax: +91 332133492 

SniATECTC ALLIANCE SOUGHT 
lYNAUmmUR 
COMMVNJCATIONS COWA-VY WITH 
HU/E CHIP CLIENT LBt; GREAT 
PRODUCTS. BUT REQUIRING 
CRITICAL MASS. 

Rcare reply id BaB5tHS. 


One Sondrwuk Bridge, 
London SE19HL 


Tel: +32 85 251000 
Fax; +32 85 234478 


INTERNATIONAL 
MARKETING INVESTMENT 


OPPORTUNITY 


SnaS R i fciratiTM tG int i d Mncyind 
RecruOxiea oompwry areuhwd a npfefljr 
povijg uuifctt ecb cqriul bnoones 


Tct n SI -483-3343 
FkcunAieau7 


CASTLE CARY. SOMERSET for experienced bushiessmen to invest and 
money In unique manutacuirtng business owned by mull id fractional 
inventor/businessman. One product line used at Olympic Games. 
Would suit mature businessman prepared to devote all. or a minimum of 
50% in the going concern. Principals wB not sell outright 
Fax: 01458 241042 


BUSINESSES WANTED 


COMPUTER SALES & SERVICE COMPANIES 

Lob Angeles-based computer sales and service company seeks to 
expand Into Europe through acquisition of European companies In 
similar line of business. We sell and service a complete line of 
desktop comp u ter products to government, education and corporate 
institutions. We have US sales in excess of $100 rriBon and hem 
100 employees in 7 US states. We are particularly interested in 
European companies with annual sates of US$ 10-50 mUfon end 
whose margins are derived largely from performing technical 
services. For mors Information, please contact our Agents at EPP 
Flnanz AG, London (0178) 481 8886. 


LS£ traded public shell 
, (cobstr^ eng_ L&H or 
fin. Co) for reverse 
merger wanted. 

. Seilers offer to fax 
00 493513105864 


PUBLIC NOTICES 

NOTICE PUBLISHED BY THE SECRETARY OF STATE UNDER 
SUBSECTIONS 8(5) AND 10(6) OF THE TELECOMMUNICATIONS ACT 
1984 

The Sectwaiy of Stare hereby gives notice as follows. 

1. She proposes to grant licences under the TclcconBtBBBcaiionsAtt 1984 fttieAcn to EGN BY, 

International TeleconuinniicstiOQS Group Inc. Qwest Communicariofli In t ttmaio nal limned . Teleport 
London Unemotional Limited. VetsaTel Telecom BV and Viaid UX. Limited (“the Licensees") to nm 
tciecoromumcation systems throughout the United Kingdom. Ail ficences will be for a period of 25 years 
subject to earlier revocation in specified dremnsonees. Id the case of Teleport London Intenadooal Limited 
and Viatel UX Limited the licences wffl replace similar licences issued on 18 December 1996 and 28 Apia 
1997 respectively but which did not apply the telecommunications code. 

2. The principal effect of these licences will be to enable die L icensees each to i n sta l l and tun 
tckcommunicarion systems throughout the United Kingdom. Each Licensee will be able to provide a wide 
range of services but excluding mobile radto services and certain imenuJDoeal services. Both Licences 
authorise connection to a wide range of other systems, including earth orbiting apparatus, allowing die 
provision of some types of internaDoru] satellite service. On securing a share of 25% ac more of the market 
tn respect of particular services in an area specified by the Director General of TeJcccwroumcanons. each 
Licensee may be obliged to make available those lekcomaumicatioa services to all wfao reasonably request 

i them within that area. 

7 Allllonces will be subject to conditions such that section* of tbcAct wfll apply, thereby making each of 
7 ^ systems nm under each licence eligible for desigmtioti as a pubfic tefecomraunicaiion system under 
: Kdion 9 of the Act. It is the intention of the Secretary of State » designate each of tbe Licensees’ systems 
as a public tclecomraunicaiion system. 

: 4 The Secretary of Stale proposes to pant these licences in response to applications from tbeLicensees for 
such licences because she considers that it will help to satisfy demands tn die United Kingdom for the 
provision of services of the type authorised, win promote the interests of consumers in respect of the quality 
and variety of services, and will maintain and promote effective competition between those engaged in 
the provision of tctecommunicaiian services. 

5 SI* woposes to imply the telccommunfcntions code {“the Code”) to EGN BV, Telqxxt London bnansriona] 
Limited. VereaTel Telecom BV and Vaiel UX Limited subject to certain exceptions and conditions 
throughout the United Kingdom. The effect of the exceptiois and conditions to ite sppficaiieD of the Code a 
that the Licensees will each have duties: 

ia) to comply with various safety and environments! comfioous, in paniaiJwfwffo certain exceptfans) !o 
in^aH |irrs underground or only on such above-ground xpparatus as is abi^ msallcd for any jxnpcse; 
rt»> to comply with conditions designed to ensure cllidency and economy on the pan of the Licensees, in 
connection with the execution of works « bad concerning die mstaBahco. nwniMan ct. repair or 
alteration of their apparatus 

(C) to consult certain public bodies before erercimg pmientef pow« aider te Ctade, mdudjug t he focal 
planning and hidwyMthoriues and English Nature. Scottish Nmnal Batagn. the Gomaryrid e CtMtcil 
K3L the National IriUt and the National Triw for Scotfand, u well » retevmu dnOncny tuppbnx 
(dl to keep and make available records trf the location of underground apparatus and copies of the exceptions 
Jettons m their respeemtt to*® to ihdr powera trader tfc Code; rod 
lej to ensure thal suflickw funds are available lo meet certain liabilities arising from the execution of street 
works. 

_ l ^ stale erweses Kjamdy the Code U) Ac Lteaaccsis that the Luxosecs wfl] 

b - ^jj'^^jhc^Huioiy powers fn the Code to install and maintain die idcccnuntnlcatioo systems which are 

IThc installed md mn under the proposed licenocs. 

, , ■ ^-^rhaidK Code as applied shtxddhsweffea suborn the excqxioos and 

7 - ^ fered lo a^^^ dud they «e considraed rerpiisiic or exponent fer the purpose of securing 

condinems reretred^^^ nrotecMd, *ai there is no greater dunage to hod than ncccsaty, that *c 
thal |^ atrf^iw^ 31 ^ ** P* 51 **- and |hn the Licensees can race* (and refevam 

Qia cnfwcr) KabilKics arising from the execution of works. 
n„-r™o.obfcct»o» may be trade mtespeaoflhe proposed Banco, the appliatk* of the Code to 
JL gepresettaww* ^r^p iinns aai conditions referred to atxree. They should be math in writing 

,h ™‘ MiSasea toil* undentened ^ ^ Dcpaninentttf Trade wd fothmty. Cn mmuni ca ri o ns 
ZL* Dte»«c. 2.67 Grey. lSt Btxdtingham ftlace Road. London SW1W 9SS. 
^Rrf^epropw^ te ^ Jk^moK, orhyi calling 0171215 

1756. 1 

AadMn jtj.Bfeb*8r9»8> .... v . 5Ml¥l998 
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LIQUIDATIONS: 

RECEIVERSHIPS: 

AUCTIONS: 

200+ U yttB ow & Rbcow- 
sfiips 5s4ed emy week, what they 
tfid and taftoto contact + Commer- 
ctei Auctions. * 

BUSINESSES FOR SALE: 
Monthly 1st of onr 1 CD ♦ deferent 
buatneaaas & property opportiro- 

te: -- CONTACT 
TeL 01652 680889 Fax. 
680867 


Newquay, Cornwall 

On Ae msructians of the 
Joint Freed C3uuge Reed ven 
A tiers ch ed htiti in a saperh anstal 
posftloa with pnorutlc views over 
PurtfaUunti, 

N e w q uay bay and beyond. 
Reception lounge, codon] ban 
lounge area and dining room (60 
coven). 31 eatuiic idling bedroom. 
Iitd w ^ swimming pool Car pat. 
Owner'* apanmenL Gardena. 

Exeter Hotels, 
02392493101 


MANUFACTURBtS OF SOCIALIST 
PORTABLE TOOLS AMD MACHINE 
TOOL ACCESSORIES 
Large portion o< tu r nover in 

expendable tpit f 

ItamoverrSDROOD; net anew QOAOOQ. 

AOOPi fb fnnhpfcf 


ph id ow t Hwing ^ wflBs^loanM 
in lauitkiL 

Box BSBB. nandoi Tbno, 
OMeSo«Mi— dcEddg^ 
London SElMfL 


Publisher for sale. 

High quality photographic 
calendars, postcards & greeting 
cards. Tratfang 4 years. Sales 
£250k & rising to wholesale, 
chatties, high street & export. 
Ideal mulch with printer, retail or 
c ii«iiug pohHsher 
Total investment to acquire trade, 
business, assets, stock (md film 
Kbrary) c£20QL Retireznent sale 
bat vnu assist in tianrirfon Good 
potftrttwl for continued growth 
and profilabilitY. Write box no 
B5844, Financial Times, 

1 Southwark Bridge. SE1 9HL. 


FOR SALE 

- toNTvW JarreiB - , 


Stittott p ropriaartid lnn iL 
For Ww nforawboo pteae omcc 


One Semhwsfc Bridp^ Loodoa SE1 WL 1 


20 ACRES. PP Caravan site. EaMng 
tamgrion Sufcfc ooaM. 6m Mtaxtafcfea. 
For tm. Cartor Jama 01 473 212658 


FRANCHISING 


rNEW AND FAMOUS^ 
BRAND FRANCHISES 
NOW AVAILABLE 

= = ^ 



See Franchise International! 
Summer Edition 
On Sale Now nationwide! 
^ or Call 01603 620 301 


BUSINESS 
FOR SALE 

Securities house 
based in London 

Regulated by SKA 

Please write to: 

Box B58-57, 
Financial Times. 
One Southwark Bridge. 
London SE1 9HL 


BRIGHTON 


Gurm Am Amp Retmlbi 


Eslibsi Successful Hading Ftococd 

Bustnesi For San 1b Include 
tBssehoad Premises. Rare OppoituMy. 
RW n>— * From Rury Uwdco 
D1Z79 32S911 (Rat PUB) 


BUSINESSES FOR SALE 

ITOm’SaOLDLOSOqN J'l'SS m 

:J. mjfsr&xxmw 

CAKUCOfai 1NYEST>SMS SA 

wi Maple street 
SEI TOOLEY STREET 
SE1 WATERLOO 
El COMMERCIAL ROAD 
El DEAN OIOSS STREET 

BEST OFFERS 
IN EXCESS OF ttOMWJO 
by 2t« May l9r« 

■TELi Brenda M*6k 
' «7I49S4N<i 

pAFRICORN Dflr'ESTMENTSSA 
1' .SRsadFlaaqSilbcnnvStrrei 
LrabaimvDF - 


Marika Business 

South of Binning ham 

■ Hire Fleet ■ AD facilities 

■ Long Lease ■ £325k 


Business 


Bank 



Notts County Football Club 

Notts Incorporated Football Club Limited, the 
newly promoted Nationwide Division 3 
Champions, wfr substantial equity invcsSnent 
to fund an ambitious programme to cake the 

Football Leagues oldest dub into the next 

millennium. 


For further information, principals onfg 
TeL 07000 033633 or Rsk 07000 63363d 


Bo* 85837. Financed 7imu. 
One Sajttmx*, Badge. 
London SEI BHL 


BDO Sh»» Harvard 


Occwy BasiMnL 
BOWdaw. NCT Mil 


IBDO 


BOO Stay Hayward 


profttaWe Steel Stockholding Company 

Koy. febtires fodudK'-.-’ ;:.i ' . , 

•liiidhxn : s> - T. - ••• 

ilWandsteMvt i'- “ ..i- ' .*>■: 

^vested panteaioccrriacSte^n^ 5809M0orBbx B5846, 

ftrwinrfal Tfexj*," Ob^ Endgs, LondonSEI 9HL 


BURGER KING FRANCHISEE 

EsafalWied co mply wttbona proBiablauntt wUhln 55 mfles of London. 

♦ TuttKHVr.MJ.09 rTVXtWt (3IJ.W £7JUA«u 

♦ Bonn) Rasi 192 jUlt I.1IJ.OS 

♦ Net profit brier ubfji md 

diicxtunaBahraean 31 J.99 CJ1U0U] tjl 3.UB riUS^JUli 

PBtCE FOH COMPAKY: C7SS^>QO 
A*c Jt Co. Chsneml Acswun 
Trt lll»e A13SUJ Fav «#0 0257x5 


SPECIALISED SEED COMPANY SATISFYING 
NICHE MARKET 

HIGHLY PROFITABLE 
OWNERS RETIRING 

Reply to: Box B5350. Financial Times. 

Ore Southwark Bridge. 

London SEI 9HL 


LAWRENCE 


CITY CENTRE HOTEL - EDINBURGH " 

An tmporvml tf id twit hoi.*! m a uty rutin: kuiiiin i'knc n< l‘nncr~. .Suki. j 

Opcfann*: as j ^ualit. limilrJ sen kt bj bcJtuau hotel [roJami hiyh ojKTJUnp | 

poJa sury im icurrmtlj in ir J5'. i rr-uJiinj bi jd utmliie net rclunt nn n[uil> | 
roaitnj: rim hotel • uiUWe tm maiot ojvnnnr. nnJ tmestw, aliVr. I 

OiTltoI j\ a 'invlc tnJinc as-rt .’at a o'lnquni jlr i»uh debt ttuaocr in , 
fHi.fi timelier *i illt t!ir Iwta-lh rilJl jllouaniY. . 

OHm ar.-r f- IS millkut j. .■ pirn; ouKcm / 

Full iktaiL tqwn atwn - naMarl Richard Sored fi 


01963 351234 


ALL ENGLAND'" 

Rmdw> For Sale +•• |*otii|: iithtrn. 

T O £4IKik Mn.". £IMIh CM 
Otud naltmul jnJ export laiMomur 
haw. All iioeL. ma^hinny jnJ 
fiRi.hnl ptoJt jimI hratul njitie*. 

Ptcntncs a> ailahlc. 

Slock ready ir.r Mimmcr .co%on 
01353 060342 


8 ^: wwjv ta.net ybsr 

IUSINBsX 

ALE REPORT X 

l Independera listing ot \ 
icitge companies for sale I 
,'0 £lm+] Now tododes J 
nxopanles for sale + ail / 
nsteps-Fot stri details^ 

81-875 02CHL/ 


CONTRACTS & TENDERS 

Cm- ^.9-etKZ.eictL / 


xzrZxTTr-^ifrns&r-rr: — 7-. • • t •w 

■«r.6^8i*y a :i vx v- 

KtazT s s ss ri ms r^= -..vy. .=— -- . - 

awa t n T ^jg - =a- aaaaJ 
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Advertising release 
for sale of shares by direct negotiation 

Tbe STATE OWNERSHIP FUND, a Romanian public institution based in Bucharest 6 Suvropoleos Street, sector 3. is offering for 


sale by direct i 

pnhlcKrH in the 


uWNEnhhlr rUNU, a Romanian puouc msotution based m BuchaiesL b hiavropoleos Street, sector 3. is orirnne lor 
negotiaiioa according to the Government Urgency Ordinance no.88/I997 and the Govenntem Decision no. 35/1998 
: Official Gazette no .56/1 2.02. 1998 a 69.999% of the issued share ca|Ntal of LAMINORUL SA Company, BrmQa. 


□ Registered Office: BrSila, Sir. lndnstria SSrmet. nr. 2, jud Bra3a. 

□ Fiscal Code: R2266948. 

□ Registration no. at CormnerciaJ Raster Office: J09/42/199I . 

O Ismed stock capitoL acconfing to the latest records 

at the Coraneraal Aegiarer Office: 83.494,675 thousand. ROL 

□ Turnover in 1997: 175372,054 thousand. ROL 

□ Net profit in 1997: 2,135,748 thousand. ROL 

□ Main scope of activity: production and trading hot laminated profile, concrete steel, trefiled wire and ire filed bar. 
nails, chains, wood and metallic constructions. 

Total number of shares at a nominal value of 25,000 ROL each: 3.339,787. 

The share ownership structure is as follows: 

’ n 7 " * 

O State Ownership Fond 66.99^ 

O Financial investment Company Moldova 7.1776 

O Share owners thnxigb mass privatization 5.9857 

O Stares assigned to te manager md others 73064 

O Stares assigned through puHic offer VJ313 


The offer price for the 69.999% issued share capital, Le. 2337 J117 shares is 12482321 USD. 

The Compan y PRESENTATI ON FI LE required fix' subscription to the offer may be obtained at the State Ownership Fund, 
SOF-RDA BUSINESS CENTRE, OFFERS DIVISION of the fme nwaon a l Relat i ons Department. Bucuresti. Sir. STAVROPOLEOS, nt6. pnooe 04- 
010110495; 3123130; 3124231 and fox 04-01/3121841 . drily between ILOO and 16.00 hrs.. at a price of 1,708 USD for fcxrign citizens or legal entities ot 
ROL eqmvaJerfl m Natiooal Bank ntfh x nge rate apphcable oa the PRESENTATION FILE purchase date for Romanian chums and legal endtks. 

This sum has to be transferred in advance to the Slate Ownership Fund accounts: no. 251 1J 00000002423.00008 in USD at the Romanian Bank for 
Foreign Trade (BANCO REX) for foreign investors, or no. 251 IBD9&0900224 in ROL at the Romanian Bank for Developreeni-Bucharea Branch 
(BRD-SMB) for Romanian investors. 


(BRD-SMB) for Romanian investors. 

Tbe nunifiMl enviro nm ental conditions accejxed lor LAMINORUL SA are metaled in tlte company PRESENTATION FILE. 

THE PRESENTATION FILE will be released on presentation of: 

□ a copy of the payment order for the presentation file: 


bidding company. 


to tbe State Ownership Fund, to accotau do. 2511 .009-809-00313 at the Romanian Bank for Development - Bucharest Branch 
(BRD-SMB): foreign citizens or legal entities may pay cash. u> the State Ownership Fund, to account no. 
251 l.0000000242Jj(n008 in USD. a! the Romanian Bank for Foreign Trade (BAN COREX): alternatively the bidders may 
instruct tbe bank where they hold their account to release an unconditional bank guarantee valid for 120 day& 

Only bidders that prove they aqnired the Presentation File may submit their PURCHASING OFFER. 

Bidders should submit tbe PURCHASING OFFER and tbe documents stipulated by the Government Decision na55/]998, 
article 27. published in the Official Gazette no.66/1 2.02.1 998. lo the Stale Ownership Fund. Offers Division ai the above 
mentioned address, io a sealed envelope, prior to 22 May 1998, 164)0 hrs. local time (from deadline for submission). 


BUSINESS SERVICES 



ISVOR-FIAT 


CONSULTANTS 

for 

TRAINING PROJECTS 


‘ ISVOR-FIAT S.p_A_ , the Corporate University FIAT Group 
requires consultants for the management of its’ training 
projects. Working alongside local Isvor Managers, suc- 
. cessful applicants will have some involvement in funding 
research and in addition, wfll be required to provide 
related sup po yt in the drafting and presentation of 
projects and associated administrative reports. 

.,*£**.; •*£ " - ■' 

<:i c A stixmg airct' proven background. in this field is essential, 
and experience in the automotive sector preferable. 

To apply, please complete the form that can be found at 
'the following web address: www.fsvor.il 

For farther information, please contact: 

Dott. Alberto Varan o, email: varano @i sv or .it 
Tel. +39/11/6865.825 


-• ^**4+^4 6i 


rrn.iv n.aHi«y ctin, sew. 
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The Complete Web Page Design Service \ 
It has never been easier to advertise on the IntemeL j 
Call Saturnalia Designs now for straightforward advice on 
how the World Wide Web can make your business arow. I 


how the World Wide VV 

Tel: 01625 890246 


can make your business grow, j 
(-■all dnOHimllin.Bk 

VMI H» lit hW/lilMalBPUlli jguU | 


SYSTEM/EXECDTIVE OFFICE FURNITURE 

Direct from Italian Manufacturer 
Up to 60% discount from R.R.P. 

Tel: 0171 295 1111 


W your aonqmim spends mo™ 
uvsq Ei Q .000 par mat on: 

PRlIir, ARTWORK, DESIGN 

fcaidHVmiwnmN I -lor Sardw Ba*. Unnro Eurapn. 

BC Ounons DV«t_tor your budiw 
To Bnd out how and A 


to p «ido»s lon 1 print ttuying 

(rfrst 50 Applicants ontyf} 

e«a 0800 731 4557* FREE s«o, 

wn*vn saved you mosey 
tf r — rtym 

La Fence LnMeu 
Vdunj House 
Danmot street 

Maidanhaacf. Bertatvre SL6 7X1 
TofepUone: 0162SH3030 

Fac*nBo. 01628 543035 

SON: 01628417310 

Efiuf: Sate3@lri-fenk»enid< 


Inu-rort amt bittnrt IvaiK. ApotcsMnk 
Tri 0171 «93 5700 
hTtpJhnm.pwnamin.co i* 


CHARTERED ACCOUNTANT. FCA, 
wide-ranging experience avaBalXe on 
pn bpaiA lor FDTCnAett. /Project role 
0171-2S6S337 


COtmDBITlAL CRBIIT RESTORATION. 
Bank itimduciinns, C radii Cards. 
Marie agos. Finance. Free Interview 
01 435 88 38 ?1 
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PROFILE ROB ERT PITOFSKY, FTC CHIEF 

Defining 
moment for 
trustbusting 


Richard Wolffe meets 
the law professor 
heading the complex 
investigation into Intel 

■^The headlines may be 
dominated by the bruising 
* v — ■ courtroom battle between 
Microsoft and the trustbusters at 
the US justice department But a 
similarly epic struggle is emerg- 
ing with the other titan of the 
computer industry, Intel. 

Leading the action against the 
world's biggest chip maker is 
Robert Pitofsky, the 68-year-old 
chairman of the Federal Trade 
Commission, who may seem an 
unlikely character to lead a 
blockbuster action against the 
world's largest chipmaker. A vet- 
eran academic in antitrust the- 
ory. Mr Pitolsky has a reputation 
for taking a scholarly approach 
to government intervention In 
the marketplace. 

Formerly a law professor at the 
universities of Georgetown, New 
York and Harvard. Mr PltoEaky 
has written several text books on 
trade regulation and antitrust 
law. He also has long experience 
of the political shifts in US anti- 
trust policy, having started his 
career as an attorney in the jus- 
tice department 40 years ago. 

Intel represents an awkward 
case study, but - along with the 
investigation into Microsoft - it 
is likely to become a defining 
chapter in antitrust history. 

Microprocessors were hardly 
envisaged by the courts and leg- 
islators who shaped US antitrust 
law more than 100 years ago. The 
age of the law complicates the 
task or investigating such a East- 
moving industry. An earlier FTC 
investigation of Intel ended in 
1993 with no action taken. 

The rise of the blockbuster 
antitrust case marks a distinct 
shift in policy from the laisser 
faire approach of the last M&A 
boom in the 1960s. under the Rea- 
gan administration. Along with 
Joel Klein, the antitrust chief at 
the justice department Mr Pitof- 
sky has come to embody the Clin- 
ton government's revival of anti- 
trust action. Most recently, the 


justice department blocked the 
$9bn merger of Lockheed Martin 
and Northrop Grumman, arguing 
that it wanted to preserve compe- 
tition in vital defence contracts. 

Mr Pitofsky concedes the 
change in political attitudes, but 
says there is no desire to return 
to the 1960s antitrust policies of 
heavily regulating small sectors. 
“There is less support for the 
idea that big business is always 
bad, and even less support for 
using antitrust to protect compet- 
itors rather than consumers.'* 

Moreover, the FTC's own 
recent antitrust decisions have 
drawn public criticism - either 
for being too lenient or too harsh. 
When Boeing proposed Its merger 
with McDonnell Douglas, the 
FTC's decision to wave the deal 
through was in stark contrast to 
the determined intervention of 
the European Commission. 

"Typically, with a market of 
more than SO per cent, it would 
be a clear violation." Mr Pitofsky 
says. "But the case came down to 
one fact. Of the 40 witnesses we 
interviewed. 38 said they would 
not buy an aircraft from McDon- 
nell Douglas. It was not a merger 
reducing the market from three 
to two players, it was a merger in 
a market where only two mat- 
tered.” 

The politics of consumer pro- 
tection also lay behind one of the 
commission's most controversial 
decisions of recent years: its 
blocking of the $3.8bn merger 
between the office suppliers Sta- 
ples and Office Depot last year. 
Opponents claimed the FTC's 
intervention was a return to the 
heavy regulation of the 1960s. 

"You can buy office supplies in 
hundreds of different stores,” Mr 
Pitofsky admits. "But competi- 
tion between the office supply 
superstores was most intense and 
we demonstrated in court that 
where there are three office sup- 
ply stores, prices were 13 per cent 
lower than where there was one." 

Consumer protection runs 
through the FTC’s wider con- 
cerns, including the tobacco 
industry and investment fraud. 
Mr Pitofsky sparked controversy 
recently by raising the idea of 



FT GUIDE TO BIODIVERSITY 
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Why extinction is Dan 
for economic progress 


m 


Ley! a Boulton says that recent man-made 
catastrophes may have an important 
role as a global wake-up call 

Pm increasingly hearing I economic growth and we woald 

references to biodiversity and I all be happy producing our own 


Pitofsky; 19th century phfosaphy adapted to IT of the 21st century 


applying health warnings to 
cigars. The FTC is looking at how 
cigars are being marketed, espe- 
cially to young people. His con- 
cerns followed a damning report 
published earlier this month by 
the National Cancer Institute, 
which said smoking cigars posed 
as great a risk of cancer as ciga- 
rette smoking. 

The computer industry may 
prove a tougher opponent. 
Whether a case is brought 
against Intel will not be resolved 
for several months. But the early 
signs from the FTC show a sur- 
prising determination to stimu- 
late competition against a com- 
pany with a 90 per cent share of 
the microprocessor market. 

Last month the FTC intervened 
in Intel's $700m purchase of the 
plant producing one of its few 
rival microprocessors. Digital 
Equipment s Alpha chip. The 
FTC insisted Alpha should be 
licensed to three other producers, 
"to ensure that Alpha remains a 
viable competitive alternative to 
Intel’s chips". 

For Mr Pitofsky, the main issue 
is judging Intel's behaviour. The 
launch of the FTC inquiry in Sep- 
tember was triggered by several 


complaints from the industry - 
including customers and competi- 
tors. "Holding more than 80 per 
cent of the market is not a viola- 
tion, nor is having that share and 
charging high prices," he says. 
"Yon must have done something 
improper to get the 80 per cent, 
or something improper to main- 
tain it There must be exclusion- 
ary conduct" 

In particular, Mr Pitofsky is 
concerned that the rapid pace of 
technological change could be 
producing “bottleneck monopo- 
lies", which have a stranglehold 
on future developments in the IT 
industry. Such monopolies would 
stand at the gateway of new mar- 
kets. ensuring that new entrants 
had to comply with their own 
existing products. 

In the meantime, the prospect 
of a drawn-out investigation 
against Intel offers just the kind 
of intellectual challenge that Mr 
Pitofsky appears to relisb. 

“Here’s this 19th century phi- 
losophy applying to the informa- 
tion technology of the 21st cen- 
tury. Can it be adjusted to apply 
appropriately? I think it can. but 
I would be the first to concede it 
is a difficult transition.” 


rm increasingly hearing 
references to biodiversity and 

now I read that governments are 
meeting in Bratislava this week 
to discuss an tatwuaikraal 

convention on the subject. What 
on earth is it? 

You’re not alone in being 
confused. A recent survey by the 
UK’s National Consumer Council 
found that many people thought 
biodiversity had something to do 
with washing-powder. It is 
actually a fancy word to describe 
the biological world’s rich 
diver s i ty of plants and animal 
species. 

You mean things like tigers, 
beetles and edelweiss? So what’s 
the big deal? 

Well the reason governments, 

en vi ron m eo tatist s and biologists 
worry about so-caBed 
biodiversity is that species are 
becoming extinct at a Caster rate 
th a n at any time since dinosaurs 
died out 65m years ago. 

Estimates suggest there are close 
to 14m species in total, of which 
about L7ta have been catalogued 
by scientists. A United Nations 
report, compiled by 1,500 
scientists, has suggested that 
species have been dying out at 50 
to 100 tfanBs the estimated 
natural rate since 1600. at the 
dawn of modem economic 
growth. 

Sounds bad. What’s to blame? 

Man-made phenomena such as 
deforestation, agricultural 
development, pollution, and 
urbanisation, play a large part in 
the degradation of ecosystems. 
(That is another fancy word to 
describe groups of animals plants 
and micro-organisms which are 
so inter-dependent that the loss 
of one species may lead to the 
disappearance of another). 

Today, an estimated 31,000 plant 
and animal species face the risk 
of extinction. 

Yes, but isn’t that sort of thing 
inevitable as economies prosper 
and living standards improve? 

To a certain extent you’re 
right Some environmentalists 
still hanker for a utopian world 
where there would be no 


vegetables and clothes. But the 
reason governments hove begun 
discussing the need to slow the 
rate of damage is that, ta ken too 
far, the loss of biodiversity may 
boomerang against the well-being 
of future generations. As 
economic growth continues apace 
around the globe, this rate of 
extinction is expected to rise to 
between IfiBQ and 10.000 times 
what it would have been had 
there been no human 
interference. 

A stitch in time saves nine, then? 

Right The idea is that it is in 
our own self-interest to preserve 
ecosystems on which, in the long 
run, all kinds of economic 
activity, whether food production 
or tourism, depend. To take a few 
examples, the World Resources 
Institute in Washington reckons 
that from 1960 to 1990 one fifth of 
aQ natural tropical rain forest 
cover - an important home for 
various species - was lost As 
much as 10 per cent of the 
world’s coral reefs - habitats for 
marine ecosystems - have been 
degraded beyond recovery and 
the UN’s Food and Agriculture 
Organisation reckons that 75 per 
emit of the world’s crop varieties 
have become extinct 

! So what are governments doing? 

Worries about biodiversity, 
first voiced in the 1970s, led most 
of the world's governments to 
sign up to a UN Convention cm 
| Biological Diversity finalised at 
the Rio “Earth Summit 0 in 1992. 
Ministers from about 170 
l countries kicked off a 10-day 
conference in the Slovak capital 
yesterday to continue ways of 
improving fiie convention's 
Implementation. They win also 
examine progress on 
developing a legally binding 
agreement to regulate 
cross-boundary movements of 
genetically modified 
organisms which may harm 
biodiversity. 

That sounds to me like just 
another talking shop. 

Yes and no. The convention 


does set out a lot of worthy - 
I principles which some countries ' •- 
are already following. Such . .. : 

governments promote some 
j conservation of plants and . : 

animals and even block the odd . . . 
construction or quarrying project *• ■ 

In the name of biodiversity. Aa'“ 
area of particular interest to • 
biotechnology and drugs 
companies is the convention's 
stipulation that developing • -’ : .j 
countries should share the profits " :-5>: ' 
from any commercial 

exploitation of microbes, plants, ' 
or animals found, wtthin their 

borders. 

Where the convention fails 
down is its goal of transferring 
mere fUnds from rich countries 
to pay for more environmental, j, - 

protection by developing j . 

countries, which see . . 

economic growth as their 
priority. 

Although international 
organisations such as the World ■ 
Bank are spendiog more money -- 
on the environment in the 
developing world, overall aid -> . 
levels from rich countries have i 
fallen since the 1992 Earth “• 

summit pledged to 
increase them. The US congress 
has not even ratified the treaty, 
let alone released money * 

promised by the US government ■ ' 
to help fund the treaty's '* J \ { • 

implementation. j 

\ ' 

Is there any hope then of - j 

protecting biodiversity? 

Having the treaty is better . 
than nothing because it sets redes l ! 
for all countries to aim for. {■- j 

Man-made catastrophes, such asj. ' Y 

the recent fires which spread ‘ . 
from Indonesia to neighbouring <• - 
countries, may help more . 

developing countries to accept. ^ . 
the argument that 
looking after the environment is Y .. 
in their long-term economic '-j 

interest. ; 

There are also nascent signs of \ 
private sector involvement that j 
might help reverse these trends, j . ' 'r 
that is made possible in part by 
a more constructive approach 
pursued by some environmental 
groups. In the last couple of . 
years, the Worldwide Fund for . ; ■ ■ 

Nature, for instance, has teamed i ~ 
up with several big companies to ■■■■' 
develop standards for certifying 
fish and timber produced in an , . 
environmentally sustainable : 
manner. 
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CONFERENCES & EXHIBITIONS 


MAY 11 

Accredited MBA Fair 
The Association of MBAs' Accredited 
MBA Fair will cover full -lime, pan-rime 
and distance teaming MBA courses al 
over 40 leading British and continental 
schools. Admission is free. Register 10 
aucntl and receive full details via 
NarlKsu Raft '* registration service. 

Tel: uHUti K5436M 

Pail Mall, LONDON 

MAY 11-13 

Essentials of Risk Management 

• Risk Profiling • Risk Reporting 

* Operational Management of 
Derivative-, Redk •Applications of Risk 
Measures to Foreign Exchange and 
I mercy Rate Derivatives • Audit and 
Comn't* Regulatory Compliance 

J DAYS £975 * VAT 
Contact: Biichin International 
Win:) I,:<c Jll Spos: OI7I 62S4II3 
Entail: hirvhinti hiniiiru-om 
Internet 1utp-,7wwi* hiirttin.com 

LONDON 

MAY 12 -14 

Internet World UK Spring 98 

E»pJ»w the L'liV ciWbmun of 
Internet and Intranet busmen solutions. 
Leant h»>w lu Integrate Uncmci. Intranet 
and Web strawy m. 

l/WerstanJ the re, hn.<(og> and its 
appiwan>«ts. 

I'.vuvn! m providing real volutions to 
hr- me 1 s pcoNemv. 

Call uniat for vnur free exhibition hall 
in.-ki.-t jnul eonlctence programme 
WOH WHK.7I 
txau.mtcTneiuivMAvi.uk 

Olimpia. LONDON 


MAY 13 -14 

Standard & Poor's DR1 World 
Car and Truck Forecast 
Conferences 

Juan Jww Dua Ruiz. Eu-vuiive Vice 
rrcvnleiN of T,i)OU Minor Europe and 
Cor C Baan, Senior Vn-c l*n-4dcnt of 
Paccar Inc anti Chairman ol DAF 
Trucki N.V. are jnmmf DR) lu dj*.vM 
JWmwlitc ivMKV 
Tel: VIST IWJn’l’ 

FavIMHl M56MK 

FRANKFURT 

MAY 14 -15 

NAPF Annual Conference 
and Trade Exhibition 

■The CTuUtcuge of Change' 

The major platform lor ant rate ntterested 
b> Ac 'Fcnunn Debate' and nmkirM) 
fur all praelilinnerv Speakers wilt 
HViudc: • The RL Hon. Hamel Hannan. 
MP. Seetwsix of State fur Social Securo* 
- Mile ttenham. Prudential IWUulio 
MaufCT. ■ Repettntxhcs flora OPRA 

• Bridget Rin.-xi.-IL Buvnoi Strategies 
Contact. Vivienne Shaw. Evx.Hl Manager 
Td:UI71 730USSS Fax: OI71 1 3025*5 
Email: vitimne .shan^i 1 lupfA'ouk 

State ts BRIGHTON Metros**: 

MAY 18-20 

Understanding Derivatives 

• Background and Development of 
Derivatives • Markets - Financial 
Instruments and Credit Risk • OTC v 
Exchange Traded IrMmroenti • Merest 
Rate Derivative*, Financial Future*. 
FRAv and Swaps. Swaptions • Currency 
Derivatives, ‘Erotic’ and Standard 
Currency Option. Currency Snaps 

• Equity and CummxJuy Derivatives 
J DAYS ES75 + VAT 

Contact: Birctun International pte 
Tel: WTI o:H4»l2 For: 0T?l 62X4113 
Entail: boeh my hnvhin aooi 
I nternet: h KpV/» *> w. bnrhirijwm 

LONDON 


MAY 18-21 

Auditing the OeaDng Room 
[De-mystffying Treasury and 
Capital markets operations) 
NEW FORMAT - Tour days mining for 
internal auditors of Treasury and Capital 
markets operations - FX and MM - 
Bonds - Derivatives - dealing. Risk, 
limits, controls, management 
information. GBP 995.U0 + VAT 
Lywood David International Ltd 
Tel: UK 44 1011732463014 
Fas: UK 44 10H732 463015 
e-mail: tnunin^Mynood-daviiLcojik 

LONDON 

MAY 20-22 

Corporate Finance Programme 
Intermediate level aimed at those in 
corporate) and banks who need to 
understand valuation, capital structure, 
shareholder value and funding. • Key 
Concepts m Finance • Com of Capital 
■ Review of Investment Appraisal 

• DvbtfEi|uiiy Management • DCF 
Valuation • Valuation Multiples • 
Acipnsnwn Funding • Shareholder Value 

• Practical Case Studies - MBO. MAA 
Contact: FSMD for count brochure 
Td: OltOS 530050 Fas: 01*25 SOW 
E-Mail: tmmmpjrMndxo.uk 

LONDON 

MAY 21 -22 

And Mote Dates tor 1998 
Syndicate Lending 

Coven all the practical aspects of 
syndicated Tending A importance for 
mayor corporate-. & firtmcu] mstituiium 
Aimed ji those new io ihc raaikct. 
corporate lending officers, treasury £ 

I inane ial executives. * Types of facility 
- Timetable & Documentation issues 

• Roles or arranger, participants & the 
tammer * Snwuflqg the nnkatel lean 

• Pricing the credit • Leeal aspects 

• Bidding strategies. 

Contact: BFP Training A Consultancy 
Tcf: OI7I 62S S444 Ru: 0171 CCS78I9 
Email: bpptraminiso cninpuvcrvcteOUi 

LONDON 

MAY 26 -27 
Negotiating In the 
International Arena 
Unlocking the Secrets oT Succensfal 

1 DtrmatHinal Business Dak 

The seminar guides the participaitrs 
ihruugh the three phases of effective 
negotiations: deal making, deal 
managing and deal mending. Avoid 
conllict and strengthen business 
retaiundiips for mutual gain. 

2 Days £590 

C,Wkt: Moira McKinley 
Tcf.-OI.tK2 .U4J0J Fie: 01 3.92 J22S7S 
Email: cp, n I [xa tiuiHV.-e_sc.uk 
LONDON 

MAY 26 & 27 

Managing the Corporate Brand 
Seminars in London (May 2hl and 
Amsterdam (May 27 1 v. ill prevent new 
research from The Conference Board on 
cross ^ -bonier braiding in over ion kradirg 
companies world-wide. Speakers from 
Bass. Norwich Union. Alczo Nobel and 
CM win vfore Srir dhTcrent experiences 
of successful brand ntartagefnert 
Contact. Jury Biduy ar The Conference 
Board Eurepc m B no sets 
Tel: +32 2 675 5405 
Fax: +J22ti"5r»395 
Email: bubaygctm f crcncc-boanLoig 
LONDON and AMSTERDAM 


MAY 27 

The expert on Six Thinking Han. 
Lateral Thinking and DATT 
DR EDWARD DE BONO presents 
SERIOUS CREATIVITY & 
LATERAL THINKING FOR 
MANAGEMENT 

011:444 |81 871 3546 for details 
Fax: 444 181 571 ?R6d 

LONDON 

MAY 27 428 
MoneyUarketing 's 
Investment Direct 

endorsed by Retail Finance Direct 
Product Development, marketing, and 
distribution for the direct investment 
industry. The evented ccnfcwsvc for Sales, 
Mattering and Pnriuct NbnagrrsDmMorv 
Includes Case Studies from MAC. 
Threadnocde. Fxldny Investments. Lasml 
Unit Tnisl Managers. Frandovtan CJnxjfx 
E^Je Sen. Charfcs SJiwab. 

Contact Sarah Nei-.'hb'.iur 
cxi 0171 9704743 

LONDON 

JUNE 1 

TVT. Trataini; 

Risk S Internal Control Debt 
Securities 

Covering: Buiineu Models. Flow 
Diagrams. Market Part in’ pants. 
Intel idarkmsh ip. Wept. Braina.vitiBig 
Risks. Analyring Eiehl Rid, Catcgoxici. 
Evaluating Pro-.-exs Steps, Pnm-ipal 
Preventive & Detective Controls. 
Responsibility tur Control rdrlurrancc. 
BcnchraorVinv. Crntn 4 Mjok.cc 

WSlOO + VATlUar 

Tel; 0171 6 Tju 2123 Fax: UI7I (dm 3751 
Entail: Sales-i ttl trainmv domcn^ojik 
LONDON 

JUNE 1^4 

1 FL Training 

Corpoftde Cret3St Analysis 

Covenng: EnvirMimefiiai Analysis, 
Management Atsessmcnt. Fmoneial 
iXnalysis. Window Dressing Tcdiniquc., 
Cashflow Analysis. Security and 
Covenants. Facility Slnn. 1 tm.-s. Rating 
Agencies. How to Pie -Set Credits. 
PreUcra Loans. 
fLIHUM-r- XAT 4 Den* 

Td:Ul7l riOO 2123 
Fax: 0171 6003751 
Email: Salc-au ill- training Jemon.LOJik 

LONDON 

JUNE 1-5 
CommunlcAsia 98, 
MobflecommAskiSS, 
NetworicAsla 98 
International Conference 

Cunrr^ncr or Competilion: Wtul's 
Real and Who BenrliU? 

The “must go" A-isn eniktuu: nf the 
year tojethcr widi Asia's lai|.>v,( ever 
HtfovommuRicalkxt exhibition. 

Fall derails and reguirauon cm 
hEpThxwwacsmoni^TnvanaO^ 
areaDZmat Hasseaiun«44 I7J StJ 3K2 
Great travel [xrekages ttvaiLbic! 

SINGAPORE 

JUNE 2 -3 

Preparing for EMU: The 
Challenge 

Thu even! enables you to team - . m U*.- 
M pawnee of practitioner;. csraNrJi the 
contribution IT can make '■ EMU 
Strategy, and he fuffy briefid -si all TT 
aspects of E3fU. 

httpj.-'w-w w.busmesx mlcii^ -iKo eeuik 
TvLUIM 8J45355 
Faxtuisi !»;« it:: 

Email: 

pnejniU^btPincxj-inh.-iligeti«xo.Ld. 

LONDON 


JUNE 3-5 

And More Dates for 1998 
Understanding Investment 
Management 

For those new w the industry & all those 
providing a service to the investment 
management sector. Gives a thorough 
overview of die workings of investment 
managers & the markets they operate 
plus the basics of scotancrn sand global 
cuitody. • Fund managers * styles 

* Portfolio theories • World equity & 
hand markets • Settlements St custody 
> Valuation A perform an ce. 

Ctxnaci: BPP Training St Consultancy 
Tel: 0171 623 8444 Ru: 0171 7818 

Email: hppaainingtQ'cetiipiuerve.com 
LONDON 

JUNE 8 -9 

And More Dales for 1998 
Convertibles and Warrants 

Coven the uses and valuation techniques. 
Focuses on why the in si rumen is are 
kwciL how they are priced and Investor 
strategies. Groups work win involve care 
studies of instruments and issues. 

* lYmury issues • Valuation warrants 
& convertibles • Invcsitnent strategies 

* Exchange traded or OTC? 

Contact: BiTTraming & Conxulumcy 
Tel: 0171 6:s 8444 Fax: 0171 62S 7S18 
Email : typiraininpj^cimipuscrvcxxini 

LONDON 

JUNES -9 
Trends hi the Global 
Petroleum Market 
PIR.k Enerjyr Group's European 
ScmBtat Hear r IRA's btest assessments 
af crude oil supply/demand, price 
differentials, irgtaoal petruksun product 
markets and the refining outlook, 
Kcyrare: Walk! Klradduri. editor Middle 
East Economic Survey. 

Era prims; Nomi Cohen - Mas 
Tel: 212-1x86-68118 
Fax: :i7-W6-hi>2S 
Email: nomt^pitateoai 

LONDON 

JUNEB - 12 

Corporate Credit Analysis 
Skills - Level It 

- Svhous uf Infuntiarion including Credit 
Rating • Nun -financial Factors • 
Management CorajxtoKC ■ Inospretation 
of FinancUl Information • Cashflow 
Muddling • Aireountine Concepts and 
Standards • Creative Accounting 

- Contingent Liabilities ■ Corporate 
Failure oral Recovery Strategies: 

5 day* £1095 4 VAT 

Context hiretiin international pic 
Tci:UI7l 6284112 Fax: 017 1 628 4113 
Email: 1'irrlrin^j'bocNfiASXP 
internet http://www jarehhijeMn 
LONDON 


PQWER-GBi Europe ‘98 

Europe's largest UfiHy Conference & 
ExWtMtion tor Senior Executives from 
Central. Eastern, Western Europe. 
Presenting latest developments on 
strategies, trends, forecasts in the 
Power Generating Industry. Over 
200 Innovative presentations, 300 
exfrfbftors. ftOQ conference delegates 
and visitors from 75 countries 
expected. Plus Dealmakm Session 
generating financing and investment 
opportunities in Europe. 

MoraMiiHta 
PsiteWefl Energy £ UBy Gnwp 
Phans -i31 38215090 
Rk 48130205 0928 


Milan, Italy 


Uncover Ota most effective 
strategies ami Imptemaatalioa 
processes ia USA actirSf by 
ensuring fFFls- 
Principles and Tecbntqoos of 
Mergers & Acqelsittaas 
Key areas lo be acUrasaed: 

• ndes and regulations applicable 
in lha UK and EU 

• enhanced lechniqiKJS m vaUJng 
firms 

■ ftnandng MSA's 

• defending hostile takeover bids 
For more cfetafls on any of fFFh 
60 financial training courses 
call Gareth Vincent on 

444 171 344 3835 


ti m — rt « nt hate tr f ht mt 

Central London 

JUNE IS & 16 

The 3rd Wold Akmntofum 

Conference 

Speakers coufhuKil for this event. In 
association with CRD (nrcntatAmai. 
include senior executives from Alcan 
Aluminium Limited. BiDittui Alunramon 
BV, ifydroAtumaiuan Extnsrian, Kaiser 
Alumimini. Ahimarium bahtstriex SDN 
BHT. AhsnriM Inc and Ah nnini y AO 
Contact: Lucinda Roberts, 

FTCoolcTcnces 

Tel: 444 ITT 8962120 
Fax: +44 171 396 2096 
Email: fa&pcaaen-fwtLCam 
» w-wJtNnfoencesxom 

LONDON 


Conferences 

& 

Exhibitions 


JUNE 17 

MoneyiSarkettng's 
Affluent Personal Investor 

Maximise your tidily io amaa and secure 
the custom of the Affluent Personal 
fores** Prefessfatel advice snd guidance 
from leaifiqg maket pmaitiooe n on bow 
to best capture this market. Companies 
represented include ATTC, Datamonitor. 
MAG, Standard Life, Fraser Smith. 
Scottish Equitable. Coopers St Ly brand 
and Kksuwxn Benstm- 
Conact Abigail Waihce 
on 0171 9704732 

LONDON 

JUNE17&18 

The intematkmai FSm Industry 
aid The CapBad Maritrts 

The ctubtae win tfiscuss die evolving 
relationship between the international 
independent fihu industry, and tbe world 
of Ihurnce. Speakers include: Fremiti 
Boon. Socfeld Gdndrale, Julia Palau, 
J&M E ngrtai nm era Limited. David RW 
Potter. Gubmess Mahon Holdings pic, 
Hantid M?gei, Own and Conptny 
Enquiries: Sian Fbucotut 
Tel: 017 1 896 2626 Fax: 0171 896 2696 
Email: sraniig) pcarsoivpro.com 
wwwJtecnteencesjWRi 
BAFTA LONDON 


PeriDimawe Driven 
Compensation: Trying 
Compensation la Catparata 
Resofls to improve Perfonn ao ce 
London Chamber at Commerce 
33 Goman street 
London BC4 
Speakers IncJuds: 

Sterem Seven. Associate Director, 
Institute tor Employment Studies; 
Margaret Smith. Director of Direct 
Distribution, Legal & General; 

Alex Tgtfram. Heed at HR. Ideal 
Hardware; 

Chris Blake, Principal, Watson 
WyatL 

Peter Webb or Haul Webb 
Foundation for Pe r t o n na nce 


International Beer Seminar 

London, 1 lfh-T2fh June 1998 

This' year's International Beer SeromAt sponsored by Canadian Lid, leading 
Kionp: nseonJi ^cciaiists, will take place at the Lngtenn HUron Hotel 
Ik ihc me is ’The Global Opportunity: Rut Uncertainty md Pm/iT. The 
speaker is Johnny Tbijs. Chief ExecWivc OfTaw al Intohrew. 

Forfusfher defois carted CanadwiLWon 
, Tet 444 (0)1256 3M210 or Fcdc +44 (A 1256 394202. 


161:0181 S41 1696 
Free 0181 546 2106 


L Lontfogj 

JUNE 22 

UoneyMarkeUng's 
Ethical investment 1998 
en dorsed by UK Social 
tomstment Forum 
Stmegie infonnstian covering die many 
ccamwaciil opportunities in this highly 
differentiated market Hear from Friends 
Provident NPt Credit Surne, Standard 
Life, MftG, Ethical Investment 
Research Service. HoWcn Meehan. Ttte 
Future Raaubtion. 

Contact Beveriejr Lester 
on 0171 970 4760 

LONDON 


JUNE 22 & 23 
The 21* Annual FT World 
Gold Conference 
Confirmed speaker* include Mr Peter 
Fa vo. Chairman, LBMA, Head of 
Precious Metals. HSBC Midland; Mr 
Bobby GodadL Chief Executive Officer, 
Anglogxrid; Dr Stewart Murray, Chief 
Executive, Gold Fields Mineral Service* 
Led: Dr Rudolf Trink. Head of Treasury, 
Strategy Division, Austrian National Bank 
and Mr Atim M WiRren, President and 
Chief Executive OTteer, Placer Dane bK. 
Contact: Sarah Gibh. FT Conferences 
1H 444171 896 2639 fix 444171 896 3686 

Email: tarahjaS’pearson-pxtieotn 

BARCELONA 

JUNE 25-26 
Unking the Balanced 
Scorecard to Strategy 

Don't min Professor Robert Kaplan, 
co-founder of the Balanced Buxines* 
Scorecard, at his first personal UK 
appeanmee tins year. He. red a lopclas 
speaker panel, will pic you the advice 
you need to develop a scorecard 
framework. 

http^/www±uanen-intdl'%aacexoadt 
IbtOISl S79 3355 FtucOISI S79 1122 
EtnvU: 

jsiie^Uf^6asiivc«4ntcfrq!Gncieux>^ 

LONDON 

JULYeT? 

FT Corporate Property 
Conference - Winning 
Strategies for Business and 
the Financial Community 
This FT Conference wifi consider the 
increasing impottance of ptx^itaiy. bath 
ns a balance sheet and operational asser. 
The importance of financial markets 
and professioaal service providers will 
also be addressed. 

Contact: Lucinda Roberts. 

FT Conferences Tefc 444 171 896 2120 
Fax: +44 |71 896 2696 
E-mail: hc@pearson-pnxcoin 
wwwJtnmfeiaiccxcxan 

LONDON 

JULY 15 

MoneyMarkatlng's 
Ufe After PEPs 
Essentia], practical information on 
managing and maximising ihc business 
opportunities of fire after Pep*. 
Maintain your on-going success- Hear 
from AiTC. AUT1F. PEPMA. Greig 
Middleton. Prudential. Portfolio Fund 
Management. Hargreaves Lanad own. 
Threadneedle Investment Service*. 
Marlborough Surfing. 

Contact Beverley Lesier 
onOI7f 9704760 

LONDON 

SEPTEMBER 3 & 4 
FT Worid Aerospace and Air 
Transport Conference 

This event will examine the strategic 
indications of arnieat crawtiiidMkin and 
restructuring of the civil and defence 
nuu a ifaflu riag and dv3 aviation 
seewn. Cndimiod speakers metude senior 
executives from Airbus Industrie. British 
Airways pic, Bamjae PsribM md 

Conficril College of Airtmrix. 

Contact Joanna Edwanb. FT 
ConfiucncesTel-. t+44j 171 S962555 
Fax: {444J 171 896 2696 
Email: flugcpeanon^mxotii 
wwwJWonferenoeLcom 

LONDON 


The 17th Congress of tbe 
World EnsigyCeuncfl 
wffl have 19,000 sq. metos of 
exhibit spare and over 8,000 
delegatee bom too nations. 
Congress sessions wfll discuss 
how advanced lechnokagiea win 
support hurrw progress into the 
next mWertniwn by the efficient 
utilization ol existing energy 
resources and Die development ol 
unconventional resources. 

Topics fndude: 77 k Omening o( 
FossS Fuels; Global CBmato 
Change; Energy in SOSO; Concepts 
for a Sustainable Future. 

Tel: (toiHree) 888 234 4392 
Tel: (outside USA) 202 331 0415 
www.wec9econBres8.org 
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h t lenri Hon al Beal Estate Ftaanct 
Conference "Creates 8 tew 
Synergy: Global Partneiships 
In Real Estate Rnance" 

Sponsored by (ho Martgaae Bariwns 
Association of America (VBA). The 
ortyfntumadonol rad estate Snare* 
conference devoted to mortgage 
finance prolSBXtontes trom doaans 
of nations. Sesstons coyer recent 
dowdopments in trie roeldentfsi and 
commercial sectors In smeitfng 
martl e ts. Tapes Inchida irUMaterW 
actnnty, gownunent pofcy peispeafi*, 
secordaiy sysdane, wtemabonnl tow 
Incoroa housing, buxjvgttwj tecrinctogr 
and trade banters. 

Fbr further krtormulloa contact 

MBA International mvMon 

Tel: 282861 6580 

Fate 202881 0738 
Email: tetomafibnaft^atoua^wg 


| Maui, Hawaii, USA) 

SEPTEMBER 24 & 25 
The 2nd Annual World 
Stainless Steel Con fer ence 
Creating M ar k et s and Profits 
to Stainless Stool 
Thu FT Coiriennx, a paiwri with CRU 
lotemaiianaL wiD conaifer the impact of 
global over-capacity wiihm Ac sector and 
(he need to create tnd develop new mafcdi 
in stainless sad. Raw material avmkbtty 
wfll also be amoqg: tite osucs addbrsfcxl 
Contact: Lucinda Roberta, FT 
Conferences Tel: +44 171 B4b 2120 
Fax: +44 171 806 2696 
Email; ffc@pearson-pfUA.-DTi 
www.ffcorrteravtesxorn 

Pittsburgh. USA 


Conferences 

& 

Exhibitions 




To advertise contact 



171 873 3507 or Fax +44 171 873 3765 
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RHONE ALPES 

Without a formal majority Charles 
Millon will try to govern France's top 
industrial region on an issue-by-issue 
basis, says Robert Graham 

The Right tries 
to find its way 

JTTIhe graffiti around The spotlight is now cm Mr His policy is risky te 

I L y° n have taken an Mflkm to see if he can both the National Front 
Obscene tone HR RmnnfH tho _~n_ 1 u . 


T he graffiti around 
Lyon have taken an 
obscene tone as 
insults are scrawled on walls 
denigrating Charles Min on, 
president of the Rhfme-Alpes 
region. 

Mr Millon’s “crime" has 
been to forge an aTManno to 
govern the region with the 
help of the National Front 
whose racist and xenophobic 
policies have until now 
made it the pariah of French 
politics. “I have been taken 
aback by the violence of the 
reaction to what r have 
done," Mr Mm on confesses. 

But as a former defence 
minister and a politician 
with 20 years as a deputy for 

> the liberal right-wing DDF, 
he was fully aware of the 
consequences of his action. 
He deliberately broke with 
party discipline and opted to 
rely on the s nppo rt of the 
Front in order to run the 
Rhbne-Alpes administrations 
in the wake of the March 15 
regional elections. 

UDF leaders in three other 
regions did the same. But Mr 
Mill on's actions carried the 
greatest significance because ■ 
he was the most prominent 
to break the long-standing 
taboo of dealing with the 
Front. Added weight was 
given to his move because of 
Rh6ne-Alpes‘ high economic 
profile within the French 
regional context. 

RhOne- Alpes is the richest 
region after the H^d e-France 
which includes Paris, and is 
the nation’s largest source of 
, industrial production. Per 
capita GDP is 10 per cent 
above the EU average and 
the region witb its 5.5m 
inhabitants accounts for 
almost 12 per cent of GDP. 


The spotlight is now cm Mr 
Millon to see. if he can both 
smooth the feathers ruffled 
by his turning to the 
■ National Front as well as 
make a success of governing 
this key region. “There has 
been no deal with the Front: 
they have simply accepted to 
endorse my six point pro- 
gramme," he says, instating 
he will have no pat of their 
racism or xenophobia. 
Unlike the National Front he 
has backed France joining 
the Euro. 

He has no formal majority, 
in the 157 seat regional 
assembly. "We will have to 
govern on an issue-by-issue 
basis,” he adds. Some 45 
councillors elected on the 
RPR and UDF ticket have 
followed him to form a 
party. Portentously called 
The Right, he hopes to turn 
it into “a broad-based p arty 
like the Conservatives in 
Britain". It would be open to 
any of the 18 per cent of the 
vote won by the Front in the 
recent elections by them. 
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His policy is risky because 
the National Front could 
easily embarrass Wrn on say 
immigration, matters - 
whan their policies are at 
the most extreme. Rather 
disarmingly. Mr con- 

cedes the experiment may 
not last the full six-year 
term. But at the moment his 
strength is the absence of a 
viable alternative. 

This will be a crucial 
period for the future shape 
of the region as France 
embraces the single Euro- 
pean currency. Both in. 
terms of its strategic loca- 
tion dose to the core of 
Europe and its strongly 
diversified economic base, 
Rhdne-Alpcs is well placed 
to -take advantage of the 
opportunities presented by 
full monetary union in tin 
near future. 

But it will continue to be 
hampered by the ambiguous 
position accorded the 
regions within the adminis- 
tration of national territory. 
Within. Europe, regions have 



In tho March 15 regions! elections the two 
mainstream right-wing parties, the 
Gnullisi RPR and the liberal UDF, obtained 
60 of the 157 assembly Soots against 62 
in 1992. The alliance of left-wing parties 
backing the notional government obtained 
59 seats, an improvement ot 16; v.'lnlo the 
right-wing extremists of the National Front 
moved from 29 to 22 seats 
This crested cm effective tie between the 
mam groupings and left the h.vci 
councillors elected to represent the 
hunting lobby and the Savoy independents 
as potential arbiters. However, Charles 
Millon ‘left) the local UDF leader opted to 
accept the votes of the National Front in 
order to prevent the let: Irom earning 
power. Tins former defence minister was 
then disowned by his RPR and UDF allies 
in Paris and obliged to term a new party, 
The Right, to run the region with the votes 
of the Front. At present he has been 
followed by 45 of the GO moderate right 
councillors. 
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became increasingly fashion- 
able units in which to formu- 
late development policies 
and stimulate the growth at 
small and medium-sized 
companies - the real genera- 
tors of employment. But 
France remains the most 
centralised of EU states and 
the political class while pay- 
ing Up service to decentralis- 
ation is alarmed by the con- 
sequences. 

Created only in 1982, the 
regions were the first timi d 
attempt at a limited farm of 
devolution. Entities were 
carved out with little refer- 
ence to historical reality or 
local identities. Rhdne-Alpes 
was no exception. Hie natu- 
ral centre is Lyons and the 
binding force is the valley of 
the mighty river Rhdoe. But 
loyalties are linked to the 
towns or departments. There 
is even a small Savoy inde- 
pendence movement which 
acquired a seat in the Rhflne- 
Alpes regional assembly on 6 
per cent of the vote in 
March. 


The regions are primarily 
responsible for major infra- 
structure, the framework for 
economic development and 
higher education. But the 
bulk of the funds come from 
central government in the 
budget which last year 
totalled FFrs7,30Obn. The. 
departments and large towns 
disburse more money, and 
the overall impression is of 
three layers of overlapping 
administration - with one 
layer too many. 

“In an ideal world there 
should be a rationalisation 
of roles with perhaps the 
regions absorbing the 
departments." says Michel 
Rivoire, an adviser to Mr 
Min on. “But we have to be 
pragmatic and ensure we 
work well together - as we 
have tried to do organising 
our contribution to the foot- 
ball World Cup ." 

Compared to regions like 
Catalonia in Spain or the 
German Lander, Rhdne- 
Alpes has thus limited 
autonomy. At best Mr Millon 


believes he might be able to 
press for a extra fiscal 
margin with say a regional 
fuel tax. But tiiis need not 
prevent the region providing 
coherent direction to devel- 
opment and Mr Millon bat 
two priorities - better link- 
age between the universities 
and business and industry, 
and pressing ahead with 
plans to expand the region 
as an integrated European 
transport hub round 
extended fast train (TGV) 
links and air connections. 

Establishing closer ties 
between higher education 
and industry is an essential 
step enhancin g the region’s 
high academic reputation 
while providing a closer 
direct tie to employment and 
manufacturing. The region 
possesses the foremost mix 
of higher education opportu- 
nities in the country. 

With high national 
employment costs, raising 
the level of skills and con- 
centrating further on 
advanced technology is the 


best way Rhdne-Alpes can 
compete for investment and 
satisfy the demand for jobs. 
Proof of the region’s dyna- 
mism is the way France's 
economic recovery began 
here in the first half of last 
year, well ahead of the rest 
of the country. 

Of equal importance will 
be tbe way the region’s 
transport infrastructure 
evolves. Already the intro- 
duction of the Lyons-Paris 
TGV link has demonstrated 
the enormous impact of a 
fast train network. This now 
extends through to the 
Channel and up into Bel- 
gium. and will soon be 
extended down to Marseilles 
and Montpelier - two less 
wealthy areas which could 
benefit greatly from being 
brought within the Lyons 
industrial basin. 

More interesting is the 
proposed TGV link through 
tbe Alps to northern Italy, 
bringing Turin within two 
hours reach. The project has 
produced a vast amount of 
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glossy literature but the cost 
remains prohibitive. There is 
no commitment beyond 
Improving the Bering track 
to Turin at present: and in 
March the Jospin govern- 
ment said it preferred to 
spend money on a Paris- 
Strasbourg TGV line: politi- 
cally more rewarding but 
less easy to justify as a stra- 
tegic economic investment. 

Much will now depend 
upon a combination of five 
elements - local Rhdne- 
Alpes pressure on Paris, the 
attitude of the EU Commis- 
sion towards aid. the com- 
mitment of the Italian 
authorities, the strength of 
the economies on either side 
of the Alps and the possibili- 
ties of private funding- Even 
with a modest project 
improving track, the effect 
will be significant. Tbe 
region will begin to focus 
mbre on southern markets, 
and the trend will be 
reinforced as communica- 
tions with Spain soon 
improve. 


Where to make profits ? 

In Rhdne-Alpes. A region of France with a population 
. of oyer five million, the gateway to Germany, Italy, 
Switzerland and Spain. A truly record-breaking region, 
host to the 1992 Writer Olympics and site of the Mont 
Blanc, Europe's highest peak. 

Lyons, the region’s cosmopolitan city, and a dense 
network of dynamic towns (Grenoble, Saint Etienne, 
Valence, Annecy, Privas, Chambery etc) make Rhone- 
Alpes on ideal centre for trade and communication. 
180 million Europeans can be reached in one day by 
truck and the capitals of Europe are only two hours 
away -by-plane. Conveniently located in the heart of the 

TGV high speed train network, r* — 

this centre of excellence with If you i 

more than 20,000 researchers isasdynam 

is less than two hours away that you be 

from Paris. - to be sucixssfi 


If your company 
w as dynamic as our region, 
then you haw «wr reason 
to be successful in Rhone-Alpes. 
To find out more, contact 
Jerome PUPAT 


Where to he successful ? 

In Rhdne-Alpes. The birthplace of such well-known 
names as BSN, Rhdne Poulenc, Salomon, Rossignol, 
the Merieux Institute, Cap Gemini Sogeti and Boiron, 
Rhone-Alpes is now home to thriving componies like 
Hewlett Packard, Ikea, ICI and Gba Geigy. 

Where to enjoy life ? 

In Rhdne-Alpes. In the heart of the Rhdne Volley not far 
from Provence. The greatest concentration of ski 
runs in the world. Gourmet cuisine mode famous j 
by such names as Bocuse, Troisgros and / 
Chapel. J 

ipany Rhone-Alpes : the I 

our rvfiion. place to mix business / 

twr reason and pleasure. 
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THE ECONOMY » by Robert Graham 

Exports 

fuelling 

recovery 


Unemployment 
remains below 
the national rate 
and business 
confidence is up 

As France's economic 
recoverj' gathers pace, the 
balance of growth in the 22 
different regions remains 
uneven. But the Rhdne- 
Aipes is lucky to be well 
ahead in the cycle; and was 
one of the regions where the 
resurgence of economic 
activity first took hold last 
year. 

For almost a year the 
trend in industrial produc- 
tion has been following a 
steadily rising curve. The 
fall -off recorded in January 
was no more than a tempo- 
rary pause. According to the 
latest survey of business 
opinion conducted by the 
Bank of France, capacity 
utilisation is now at a seven- 
year high. 

The region’s broad-based 
industrial activity - respon- 
sible for 12 per cent of the 
national total and almost 15 
per cent of France's exports 
- beneOtted from a dynamic 
export performance last 
year. Although the rise in 
exports has begun to level 
off. this is being more than 
offset by domestic demand 
which is pushing up capac- 
ity utilisation. 

Thus economists are 
confident that* any impact 
from the Asian crisis, an 
area where Rhone-Alpes 
companies had begun to 
diversify vigorously, will be 
more than balanced by sales 
within France. There is 
also the added bonus that 
the economies of Germany 
and Italy - the two key 
neighbouring markets which 
account for a third of the 
region's trade - are on the 


rung*** 



rje Lyon 


In the most prestigious part 
of Lyon, the second-largest 
metropolis in France, the 
Convention Center is located 
between a secular park and 
the river Rhone. 5 minutes 
from the city centre and 
2o minutes from the Ivon 
Satolas airport. 

It is part of the "Cite inter- 
nanonjle", a new district of 
Lyon designed by the Famous 
Italian architect Ren;o Piano, 
with Us cinemas, museum, 
offices. restaurants and the 
Lyon Hilton, to be opened 


-Ml R la cite 


Total capacity; b bjo delegates. 
Grand Forum; 3 000 m' without 
pillars 

Auditorium LwMtre: 900 seals 
AmpUtMSbe Pasteur 300 seats 
ExNbMon ana; 4 000 m 

SO qual diaries de Gaulle 
69403 Lyon cede.*. 06 - France 
teL & fab 72 82 26 26 
fax ; 33 I0I4 72 S2 26 27 
Internet ; palaK-des-congres.com 
e-mail : 

congTKttpa laisdes-congres.com 



LE MACONNAIS VAL DE SAONE 

Hold all the winning 
cards for a successful 
relocation to France 

Near to Lyon 

Excellent opportunities for relocation 
Exceptional communications network 
Motorways, TGV station, river 
International airport Lyon -Satolas 

ader/zcal 

Chamber of Commerce Macon: Regis LAFAIX 
Tot 33/385 21 53 09 - Fax 33/385 38 20 97 
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same path of recovery. 

One indicator of the way 
business picked -up ahead of 
the national average was the 
trend in imports of capital 
equipment and semi-finished 
products as companies 
began to upgrade plant. 
These imports Increased 123 
per cent against 8.4 per cent 
nationally - the trend being 
especially noticeable in the 
second half of 1997. Overall 
exports grew 132 per cent, 
the biggest increases being 
In the US market while In 
Europe the strongest 
demand came from the 
Netherlands and the UK. 

As yet the effect of the 
recovery on employment has 
not been too noticeable. 
However, the more positive 
underlying picture tends to 
be obscured by tbe continu- 
ing change In the structure 
of employment. 

Mature sectors bave sbed 
labour, especially at the 
unskilled end. to consolidate, 
raise productivity and invest 
in information technology. 
This has been most noted in 
the automotive business 
(Renault), chemicals/fibres 
(Rbdne-Poulenc). glass-work 
(Saint-Gobain) and metals 
(Usinor). 

Between 1983-95 manufac- 
turing saw one in Tour 
jobs disappear as big indus- 
trial groups contracted. But 
against this companies 
investing in advanced tech- 
nology such as biotechnol- 
ogy. IT. pharmaceuticals, 
chemicals and textiles more 
than doubled an admittedly 
s mall er workforce. 

At the same time there has 
been a considerable expan- 
sion in services. As a result 
Rhone-Alpes finds itself with 
a much more dynamic 
employment situation than 
the national average. The 
region is at least two per- 


Daily copies of the Financial Times are 
offered by the fottowing fine hotels in the 

Rhone-Alpes Region 


Hotel Bleu Marine 

Hotel Carlton 

Mercurc Lyon Lumiere 

Hotel P!ara 

Mcridien Part Dieu 

Hotel Roynl 

Residence Hoteliere 

Hotel Cotirs 

Parthenon 

rie^ Loges 

Mercure Chateau 

Hotel des 

Pcrrache 

Artistes 

Hotel d’Anglcterre 

Park Hotel 

Holiday Inn President 

Hotel AJpexpo 

Imperial Palt-ec 

Hotel Mer<ure 

Novotel 
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ceotage points below tbe 
national jobless rate of 12.1 
per cent. 

First time job seekers are 
be ginning to find it easier to 
obtain employment. Last 
year tbe number of persons 
under 25 years-old seeking 
jobs fell by 16 per cent 
(compared to 10 per cent 
nationally); while overall tbe 
number of job-seekers fell 
almost 6 per cent, three 
times greater than the 
national average. This was 
due in part to the Jospin 
government's aid youth 
employment aid package. 

But many of the new jobs 
are temporary - this is a 
more a question of circum- 
venting the costs of perma- 
nent employment rather 
than the impermanence of 
the new jobs. 

While business confidence 
is picking up. it remains to 
be seen to what extent com- 
panies will prefer to invest 
locally, elsewhere in France 
or abroad. 

The region has set up 
Enterprise Rhbne-Alpes 
International (ERA!) to pro- 
mote its outward and inward 
investment. With companies, 
now often relying on exter- 


nal markets for more than 
half of their sales, an 
international presence is 
becoming a question of sur- 
vival. Within Europe, ERAI 
has set its priorities by 
establishing offices In Barce- 
lona, Brussels, Stuttgart and 
Turin; while in the the 
emerging markets it is pres- 
ent in China, Brazil and 
Indonesia (tbe latter before 
the crisis). 

But ensuring the interna- 
tionalisation of Rhine- Aipes 
business is only one side of 
the picture. The region's 
continued dynamism 
requires a greater presence 
of foreign investors. In a 
report on business location 
prepared by Ernst and 
Young, the Rh6ne-Alpes 
region last year attracted 
only 34 investment projects 
by foreign companies - well 
behind the top region of 
Nord-Pas-deGalais with 56. 

Roughly one in four jobs 
In Rhbne- Aipes are reckoned 
to be provided by foreign- 
owned companies or groups 
with a visible foreign stake. 
Of the foreign investors com- 
panies from four countries 
are easily the most signifi- 
cant --28 per cent are US, 17 


per cent Swiss, 16 per cent 
German and ll per cent Brit- 
ish. 

ERAI is making a particu- 
lar effort to bring in more 
medium and small-sized 
companies, notably from 
Italy and Spain. 

The region is powerless to 
alter the national invest- 
ment climate whose rules. 
fiRi-fli structure and employ- 
ment costs deter potential 
investors. But it is deter- 
mined to influence those 
areas over which It has more 
direct control like education 
anri training. 

Rh6ne-Alpes boasts 
nine universities with 
almost 200,000 students turn- 
ing out high quality stu- 
dents. (The region is the 
foremost in France for thesis 
presentation). Hie aim now 
is to link industry and busi- 
ness more directly to the 
universities and the research 
institutes. 

Equally, more attention 
needs to be devoted to boost- 
ing the skills of those at the 
bottom of the educational 
ladder, often among immi - 
grant families, who are find- 
ing it most difficult to find 
jobs. 


COMMUNITY PROFILE • by Robert Graham 


Satellite suburbs pose 
problems of society 


With a fine planetarium, 
modern sports centre, 
Charlie Chaplin cultural 
complex, municipal music 
school and four local 
libraries, the 45,000 

Inhabitants of 
Vaulx-en-Velin. a suburb of 
Lyons can scarcely claim to 
be a deprived community. 

A great deal of money and 
effort has been lavished on 
them both by the state and 
by an enlightened town 
council determined to enrich 
local lives and leisure. But 
this is are not enough to 
prevent Vaulx-en-Velin from 
being among the most 
problematic communities in 
the region. 

Vaulx-en-Velin has come 
to contain all the 
Ingredients that foment 
urban discontent and social 
marginalisation. As Maurice 
Cfaarrier, the leftist mayor 
since 1985, likes to say. 
“Vaulx-en- 

Velin and the suburbs do 
not pose a threat to society 
bat pose problems of our 
society." 

Rapid urban growth has 
spawned soulless high-rise 
public housing; tbe 
traditional industrial base 
has disappeared; large 
numbers of jobless youths 
with poor skills await 
employers with little hope. 
Almost half of those seeking 
jobs aged between 15 and 25 
can find no work. The 
population itself is young 
with almost 35 per cent 
under 20 years-old. There is 
also a large agglomeration 
of immigrants - many with 
children who are not 
assimilated into French 
culture but who are equally 
uncomfortable with that of 
their parents. 

This cocktail has proved 
explosive with outbursts of 
serious violence and rioting 
as in 1990 and can be seen 
in similar towns near Lyons 
like Venissieoi. 
Vaulx-en-Velin still has 
above average levels of 
petty crime and youth 
alienation. A recent report 
on problem satellite towns 
in the Lyons area talked of 
“delinquency being far from 
under control and the 
feeling of insecurity on the 

increase”. 


In the past three years 
crimes by minors increased 
by 50 per emit, according to 
a report presented to a 
conference on urban 
problems last December. 

The authorities are aware 
that only if these problems 
are tackled can communities 
like Vaulx-en-Velin share In 
the wealth of the region. 

“You cannot wifaiimi«» the 
problems but an enormous 
effort is being made to come 
to terms with them.” says 
Simon Bertin, the assistant 
secretary-general running 
the administration. “Right 
now we are trying to ensure 
there is a proper town 
centre." 

This Is being created 
around the tower of the Late 
1970s municipal building of 
concrete and glass which 
sits on top of a 
partially-filled shopping 
centre in a no man's land 
between other high-rise 
blacks and the original 
town. A road system is 
being built to ensure the 
tower forms the centre of 
tbe town. Uke tbe 
traditional Hotel de Ville. 

An effort is also underway 
to improve public security. 

In part VaoIx-en-Velin is a 
victim of past e rrors of town 
planning. The community 
was encouraged to grow too 

quickly, providing cheap 
immigrant labour far 
labour-intensive industries 
like synthetic fibres and 
textiles. 

Sited In part of the 
Rhine's ancient river bed, 
Vaulx-en-Velin was a 
satellite of Lyons until the 
early 1960s. But in the past 
30 years its population has 
more than tripled and it is 
now the ninth largest town 
In the region just behind 
Annecy and Cfcambdry. 

The first Immigrants were 
Poles and Silesians at the 
turn of the century , followed 
by Armenians. In the 1930s, 
Italians arrived to catch the 
tall end of tbe silk boom. By 
the second world war, tbe 
proportion of immigrants to 
Indigenous French was close 
to 50-50. But the main influx 
has been since 1962 when 
Algeria acquired its 
independence; a district of 
the town was built between 


1963-65 to house the ftifinx. 

The population from 1962 
to the last census in 1990 
moved from 12,000 to 
44,500. This reflected a 
French rural exodus and 
arrivals mainly from the 
Maghreb. No less than 46 
nationalities were counted 
in the last census which 
showed 23 per cent of the 
population was foreign. If 
those of Algerian origin 
granted French citizenship 
In the wake of tbe Algerian 
independence were added, 
the percentage would have 
been higher. Vautic-en-Vetin 
possesses the largest foreign 
community in the area and 
is almost three times the 
average for the Rhdne-Alpes 
region. 

Low-cost popular housing 
was championed by the 
postwar left-wing 
administration of Vaulx 
which enabled it to be 
designated in the late 1960s 
an urban priority zone 
©UP). Almost two thirds of 
the town’s housing stock is 
publicly owned. 

More recently, Vaulx has 
been classified by Paris as 
one of 11 towns in special 
need of attention as a “big 
urban project" (GPU). This 
is an attempt to link the 
town’s development with 
local and regional transport 
axis, and better 
co-ordination of the area's 
public services. 

An increased emphasis on 
education has only just 
begun to impact on school 
drop-outs. 

Tbe municipality has been 
allowed by Paris to setu p 
an urban free zone (ZFU) 
offering tax breaks to 
companies seeking to rebase 
or establish in Vanlx. Of 127 
comp anies taking advantage 
of the ZFU last year, 95 were 
new. Companies exploiting 
these tax breaks must 
employ at least 20 per emit 
of their workforce locally. 

Even if the results are 
slow to show, mayor 
Chanter's policies enjoy a 
strong degree of popular 
barking. In the March 
cantonal elections he 
obtained 40 per cent of the 
vote, up on his score in 
1992. 


Grief mixed 
relief at closure 


Turning point 
for an industry 
more accustomed 
to opening 
plants 

“Here lies SuperphdnJx- 
Kffied by the state and by 
Mme Voynet [the leads* of 
the Greets and environment 
minister J. 1977-1997. In mem- 
ory of 3,000 lost jobs." 

A grey tomhstonfi carrying 
the above Inscription has 
appeared at the entrance to 
the world’s largest fast reac- 
tor at Creys-Malville, 60km 
east of Lyons. The nuclear- 
powered electricity plant’s 
permanent closure was con- 
firmed by prime minister 
Lionel Jospin’s government 
in February. Tbe stone bears 
witness to the strength of 
feeling aroused by that deci- 
sion. 

For the con tr oversial reac- 
tor’s supporters, the move is 
ill-advised, ill-timed (with 
unemployment at more than 
12 per cent) and politically 
motivated. For its oppo- 
nents, it constitutes a long 
overdue coup de grace far a 
vastly p g wwi w nwri danger- 
ous white elephant and, in 
some cases, a welcome first 
blow against the country’s 
powerful nuclear lobby. 

In an age when many 
countries have shied away 
from or slowed down devel- 
opment of nuclear power, 
France remains Europe’s 
undisputed nuclear cham- 
pion. More than 50 nuclear 
reactors, from Fessenheim in 
the east to Flamanvfile and 
Blayais in the west, account 
for about three-quarters of 
the country's electricity pro- 
duction. Rhdne-Alpes con- 
tains fbar orthodox (pressur- 
ised water) nuclear power 
stations in addition to Super- 

phfrnnr 

The mam rational p for thin 
nuclear build-up was to 
reduce the vulnerability of 
France, a country poor in 
fossil fuel resources, to oil 
shocks such as that which 
shook the world economy 25 
years ago. Fast reactors, 
such as Superphenix, held - 
out the promise of protection 
not just from oil shocks, but 
from possible .-future-ura- 
nium shocks. This was 
because they could, in the- 
ory. produce - or “breed" - 
enough plutonium to supply 
their own fuel. 

But the need for a self-suf- 
ficient nuclear reactor has 
appeared much less pressing 
ever since the Chernobyl 
accident and tbe end of the 
edd war stopped the nuclear 
industry dead in its tracks. 
Add to that the high costs 
associated with Supetphdnix 
and the reactor's patchy 
operating record and the 
project’s days have, to many, 
seemed numbered for some 
time. Certainly, the closure 
derision is not a difficult one 
for the government to jus- 
tify. Nonetheless, it marks a 
turning point in a country 
that has grown used to open- 
ing new nuclear power sta- 
tions, not closing them. 

Following the derision, the 
industry is faced with a sub- 
stantial d < *T wan tling opera- 
tion expected to take 



A tombstons outside SupespMttfx bemoans It closure nw#p 


decades to complete. Details 
are still unclear and a decree 
covering the initial stages of 
the operation is not expected 
to be completed until later 
this year. However, the gov- 
ernment has already given 
some indication of how it 
expects to proceed. 

The first two steps in the 
process, for example, will be 
the unloading of the partly 
used core of the reactor - 
still the original first loaded 
in 1985 - and the draining of 
tbe approximately 5,500 
tonnes of sodium present in 
the plant 

The core is to be trans- 
ferred to a ready-built 17-me- 
tre deep an-slte pool contain- 
ing 2,350 cubic metres of 
demineralised water. Accord- 
ing to Pierre Schmitt. Lyons- 
based director of fast reactor 
engineering for Electricity de 
France, this pool can accom- 
modate 1.400 objects, com- 
pared with about 600 which 
need to be unloaded. 

The unloading processis 
not expected to begin before 
the first half of 1999 and is 
expected to last about 18 
months. The government 
says the pool can safely 
house the used ftiel for at 
least 20 years. 

Liquid sodium is used in 
fast reactors instead of water 
to take away the heat pro- 
duced by the process of split- 
ting heavy at oms into ligh- 
ter ones, and to transfer the 
energy to electricity genera- 
tors. In the case of Superphfe- 
nix. 3,300 tonnes of sodium is 
in a primary circuit in the 
reactor vessel and is radioac- 
tive. Most of the rest is in 
secondary circuits and, 
according to the govern- 
ment, Is “very slightly radio- 
active”. 

Sodium crystallises below 
97 degrees C. so some heat 
must be generated even 
when the reactor is shut 
down to keep it fluid. This is 
achieved by keeping the 
plant's primary pumps run- 
ning. This accounts for the 
terrific din under the dome 
of the reactor building even 
today, nearly 18 months 


Fast reactors t hro o gh o ut the world 
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after the plant was shut 
down for, it appears, the Iast|. ; 
time on Christinas Eve 1996. 
The state may have killed 
Superphenix, but the quiet 
of the grave does not yet 
reign there 

The sodium draining oper- 
ation can only begin after 
the reactor core has been 
unloaded. It is thus unlikely 
to start before 2001. Mr 
Schmitt estimates this mate- 
rial could be “destroyed" by 
converting it into 12-15.000 
tonnes of chemically neutral 
sodium sulphate within 
three years, although he sug- 
gests it could take five years 
to make -sure it has been 
removed from every last 
nook and cranny of the reac- 
tor. 

It is not yet clear whether 
tins destruction process will 
begin immediately the 
sodium is removed. If it doe* - 
not, Mr Schmitt says th* 1 
sodium would be stored on 
site in reservoirs in metallic 
form. He indicates that some 
860 cubic metres of addi- 
tional reservoir capacity 
would need to be built to 
. accommodate, all the mate- 
rial. According to the gov- 
ernment, stocking the 
sodium "in a frozen state 
and under a neutral gas” 
would be safe for at least 20 
years, enabling the sodium 
to he eliminated gradually. 

After that, details become 
more sketchy, although it 
seems clear that, at some 
point, outbuildings on the 
site will be removed, leaving 
the reactor itself in Its pro- 
tective “cocoon". This would 
probably remain untouched 
for up to 40 years. 

According to EdF, about 
700 employees are likely tn 
be needed on site until 200&y 
down from 1,200 at the time 
of the closure announce- 
ment This will probably be 
cut by a further 200 once 
unloading of the reactor core 
has been completed. A 
FFrISm a year ecouomic 
development fund to create 
jobs in tbe surprisingly- rus- 
tic Creys-Malville area has 
been set up for a period of 
five years. 

EdF - which has been 
entrusted with running the 
plant by Nersa, the company 
which owns it - puts the 
overall cost of tbe shutdown 
at FFn6£bn, including more 
than FFr4 bn for repaying 
residual debt It has estab- 
lished provisions for meetings 
these costs, including 

FFr4.5bn in its 1997 

accounts. 

Nersa is owned 51 per cent 
by EdF, 33 per cent by Enel 
of Italy and 16 per cent by 
Germany's SBK. SBK. In 
turn, groups the following 
companies; RWE of Ger- 
many - 70L5 per cent SEP of 
the Netherlands - 14.75 per 
cent; and Electrabel of Bel- 
gium - 14.75 per cent. 


INVEST FOR YOUR ENTERPRISE 

The Compagnie Nationale du Rhone and its industrial 
development and ports services are offering you, through their 
twenty harbour and industrial platforms, a wide range of 
industrial land with individual lots. These industrial lots are. 
depending on the site, the only ones in the Rhone valley to have 
the four operating conditions (road, rail, river, sea). 



COMPAGNIE NATIONALE DU RHONE 

Mission du Developpement 
2, rue Andre Bonin F69316 LYON Cedex 04 FRANCE 
Tel: 0033/4-72-00-69-31 Fax: 0033/4-72-10-66-61 
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The Rhine-Rhdne 
canal has been 
abandoned but 
other links are in 
the pipeline 

T &ere is a mock 
“liquidation" sign on the 
door of the Compagnie Nat- 
onaled 11 Rhone in Lyons. In 
the office or Jacques Michel, 
one of the senior executives, 
the walls are blank. xij e 
plans and drawings of the 
project on which he has 
worked for years have been 
removed. 

Last year, the French gov- 
ernment abandoned one of 
the most ambitious infra- 
structure projects imagin- 
able for the region. 

Since the early 1960s. plan- 
ners had dreamed of revital- 
ising France's canal system 
to connect leading ports and 
tap into the water-bound 
navigation systems of other 
coun tries. “Water transport 
accounts for 20 per cent of 
fright traffic in Germany 
and just 2 per cent in 
France." says Mr Michel. 
‘Yet France has 8.500km of 
canals: the biggest network 
in Europe, if not the world.” 

The link would have con- 
nected the German river sys- 
tem with the Rhdne, which 
is navigable by industrial 
traffic from Marseilles as far 
north as Lyons. The pre- 
ferred route would have con- 
nected the Saone north of 
Lyons with the Rhine at 
MuJhouse. This “Rhine- 
Rhone canal", according to 
Mr Michel, involved waifm 
of work. 

After a public inquiry held 
after initial political deci- 


sions in the early 1970s, the 
project was voted a public 
“taity. the Compagnie Nat- 
ionale du Rhfine was given 
management and opera- 
tional control, and land pur- 
chases began. 

By 1995, a system of finan- 
cing had been put in place 
with Eiectrictte de France, 
the state electricity monop- 
oly, obliged to ear-mark 
reserves estimated as the dif- 
ference between the produc- 
tion cost of electricity on the 
Rhone (generated by the 
Compagnie Nationale du 
Rhdne along the river) and 
its retail costs. Mr Michel 
estimates that this sum now 
represents FFr30-40bn, 
Political figures - from 
Raymond Barre, the centre- 
right former prime minister 
and now mayor of Lyons, to 
Charles Herau, the former 
Socialist defence minister - 
had. lent support to the 
scheme over the years, and 
an amendment in 1995 to 
regional development legis- 
lation introduced by Jean- 
Claude Gaiidin. the centre- 
right minister and mayor of 
Marseilles, seemed to have 
given it the final approvals. 

But France's Green party, 
concerned with the ecologi- 
cal damage that would have 
been caused, made abandon- 
ing the canal a central ele- 
ments of its manifesto in the 
1997 general election. Faced 
with the need to farm a 
coalition of left-wing parties 
in order to govern, the 
Socialists of Lionel Jospin 
agreed. 

When Dominique Voynet, 
the new leader of the 
Greens, was named environ- 
ment minister, she carried 
out her pledge to cancel the 
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declaration of public utility 
of the prqject- “I think it's 
now dead,” says Mr Michel 
with an air of resignation. 

The decision was greeted 
with relief by many. So was 
the project a good idea? In 
an office - symbolically and 
probably fortunately for the 


two protagonists an the far 
side of the city. Alain Bonna- 
fous, a professor and trans- 
port economist at the Uni- 
versity of Lyons, says 
bluntly. “The Rhine- Rhone 
canal was an enormous 
astonishing historical joke 
that could only have taken 


place in France." 

Mr Michel says that Prof 
Bonnafous has been “bought 
by the SNCF", the French 
national railway company, 
and argues that the canal 
was destroyed by a mixture 
of pressure from the road 
lobby, “technocrats" and 


Parisians who were disdain- 
fill because the project 
would not have helped them. 
He says it had a high inter- 
nal rate of return that would 
have allowed the canal to 
pay for itself relatively rap- 
idly. and that the total cost 
would have been some 
Ffrl7-3bn plus VAT. 

For Prof Bonnafous and an 
apparently large number of 
other experts - the true cost 
of construction would have 
run to nearer Ffr40bn, while 
the freight carried by water 
would have been “equivalent 
to one train per day in each 
direction". 

If Ms Voynet found wide- 
spread support for her deci- 
sion about the Rhine- Rhone 
canal, sbe has become 
unpopular for other reasons. 
As well as cencelling two 
Alpine road links, sbe pro- 
voked wrath for bn 1 admin- 
istration's decision earlier 
this year to push ahead with 
a new TGV high-speed train 
link into Strasbourg, Alsace. 

While the two-hour Paris- 
Lyons TGV link has proved 
profitable, the connection to 
the east of France has been 
made on more shaky com- 
mercial grounds. By the 
start of the next century, the 
Lyons link will stretch down 
to Marseilles, branching 
westwards to NSmes and 
eastwards to Frejus. 

But regional planners and 
politicians had long been 
lobbying for a connection 
from Lyons to Turin. “That 
would really transform the 
geography of Europe," says 
Prof Bonnafous. But the pri- 
ority given to the TGV-Est 
means that this link will 
probably have to wait for up 
to a decade. 


Unfashionable 
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From sushi 
chefs to 
sous chefs 


A small chateau in the heart 
of Beaiyolais country proba- 
bly has the most spoilt secre- 
taries and cleaning ladies 
anywhere in France. Lobster 
and foie gras axe regularly 
on the menu in their can- 
teen, where they sit at ele- 
gantly-presented tables and 
are served by waiters. 

But if one thing stands cut 
at the Chftteau de TEdatr in 
the village of liergues. it is 
the nationality of the wait- 
ers, and of those behind the 
scenes. 

A clue lies in the village's 
public telephone cabin, 
which earns the highest 
receipts of any In the Rhftne- 
Alpes region. Another hint is 
the post office, where the 
proprietor is learning a lan- 
guage in which some of the 
instructions in the bureau 
are also written: Japanese. 

Over the past 18 years, the 
chateau has taught the finer 
points of French cuisine. It 
trains 60 young Japanese 
school-leavers at a time, in 
either cooking or patisserie 
skills. 

In I960, Shlzuo Tsuji, a 
■Japanese cultural journalist 
who frequently visited 
Europe and had met the 
Lyons chef Paul Bocuse, 
decided to set up a culinary 
school in his country. His 


schools in Tokyo and Osaka 
now train same 2,000 people 
a year. 

1 In 1979; Mr Bocuse 
suggested that Tsuji might 
want to buy Ch ateau de TE- 
clazr, which had come onto 
the market, hr ure as a sec- 
ond home. Once he’d visited 
the 50-hectare site which he. 
acquired for Just FFrtm, the 
former Journalist decided to 
turn it into a- school 

A year later, it opened its 
doors to the first group of 
students, who spend six 
months learning their trade 
- as well as the French lan- 
guage - followed by six 
months working in a restau- 
rant They pay F£rl50,000 for 
their time in the school - a 
price which, although high, 
includes board and is not so 
different from equivalent 
training within Japan. 

As a group of students 
dressed in white jackets dili- 
gently takes a French dicta- 
tion - of the next day's 
menu - Biroyuki Nakano, 
deputy director of the 
school, jokes that It is for 
more difficult for the stu- 
dents to tackle the language 
thaw to learn the finer points 
of cooking. 

Pierre Beal, director of the 
school, stresses that there 
are some strong connections 



Taofl students: They antler tram haflgestion before they get used to the food here" 


linking France and Japan, 
that have hdped bridge the 
cxdtural gag. “Both countries 
have ancient ‘civilisations," 
he says. “Food is very impor- 
tant and refined. Many Japa- 
nese see European culture as 
an attractive alternative to 
American." 

He argues that “Japanese 
food is extremely sophisti- 
cated. It consists of extract- 
ing all the bad elements in 
ingredients and leaving only 
the best, where the ingredi- 
ents are recomposed to the 
month. The taste is very per- 
sonal. French food is a cui- 
sine where you add and mix: 
the tastes are controlled by 
the chef." 

Mr Beal says that the stu- 
dents - many stm teenagers 
- are considered “like young 
children" who have to learn 
new tastes like babies. The 
seasoning is totally different 
Japanese cooking does not 
have pepper or spices. We 
start them off tasting white, 
soft cheese with little taste. 


and then progress to other 
things: sugar, salt, spices. 
We eat less fish, and more 
cooked food In France, and 
much more meat - which is 
a luxury in Japan." 

Indeed, Mr Nakano says 
that - while the stress at 
adjusting to the new culture 
for away from their families 
can be difficult - the most 
significant problem that the 
students face when they 
arrive is purely physiologi- 
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cal. “They suffer from indi- 
gestion, before they get used 
to the food here." 

On the other band, Mr 
Beal argues that the polite- 
ness and respect for elders in 
Japanese society means that 
they are well suited to the 
culture of service which is 
important in their training - 
not to mention reducing to a 
minimum the disciplinary - 
concerns that he has com- 
pared to his colleagues in 


French colleges. 

While professional cooking 
remains a relatively macho 
profession in France, Mr 
Beal says nearly half of the 
school's students are young 
women. That may partly 
reflect the esteem in which 
cooking is held in the society 
- "top chefs are highly 
regarded, but not cooks in 
general”. But he also high- 
lights the evolution in the 
role of Japanese women. 
“We have seen an enormous 
change. Ten years ago, the 
women still hid their faces 
here when they laughed. 
That is no longer the case," 
he says. 

So is there any hostility to 
the school, and the idea that 
the Japanese are “stealing” 
French culinary expertise? 
“Not at all," says Mr Beal. 
“We can’t send out enough 
students to restaurants." 
And so far, none of the train- 
ees have presented any 
“threat" by staying in 
France - although many 
come back to visit, and show 
their spouses where they 
learnt an essential element 
of their craft. 
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When the chairman of the 
world’s largest operator of 
ski resorts wants to relax, 
he avoids the snow. Tm 
always thinking about 
work when I*m going down 
the slopes,” be says. *T 
prefer to go fishing." 

Over the past decade, 
Jean-Pi erre Sonois has 
built up Compagnie des 
Alpes, a quoted French 
company which handles 
more than 8.2m skiers and 
91m descents each year, 
around the idea of a central 
principle: specialisation. 

A former executive with 
Havas Voyages, a holiday 
operator, in 1988 Sonois 
approached the Caisse des 
Depots et Consignations, 
the state-controlled 
Wnaurial institution which 
owns a diverse range of 
assets and operating 
businesses. 

“They had 25 separate 
companies in the fields of 
tonrism and pr ope rt y 
development,” he says. “1 . 
said they should create a 
company driven by the idea 
of a single service rather 
than grouped around ski 
stations. I think the result 
has proved me right" 

Since Compagnie des 
Alpes was formally created 
in 1989, it has not sat still. 
Through its fully or 
partly-owned subsidiaries, 
it now operates the ski lifts 
i at nine stations - including 
la Plagne. TTgnes, les Arcs, 

1 petsey-Veflandry, les 
Mennires, Merihd Alpina, 
les Grands Montets and 
Conrmayeur Mont Blanc. 

Its most recent 
acquisition, in 
co-ordination with Meribel 


Alpina, of which it owns 38 
per cent, was In January, 
when it bought four of the 
five ski lift concessions in 
the Grand Massif in Haute 
Savoie from CDR, the 
entity set up to sell assets 
formerly owned by the 
French state-controlled 
bank Credit Lyonnais. 

For the past five years, 
turnover and net profit 
have both risen by an 
average of 14 per cent a 
year. There has been one 
acquisition a year, and the 
occasional divestment. 

And it has gradually 
opened its capital to 
outside investors, as the 
Caisse des Depot has 
reduced its participation 
over the past decade from 
100 per cent to 57 per cent 
“We were the first of its 
subsidiaries to have other 
shareholders," he says. “It 
was a revolution. But it 
means yon pay heed to 
competition, and the need 
to pay dividends." 

Foreign mutual ftmds 
now account for 20 per cent 
of the investors, and the 
figure could rise - even 
though the Galsse has made 
It dear it wants to retain at 
least 51 per cent 
Separately, Meribel Alpina 
is itself quoted. 

Concentration has given 
the company sufficient 
capital to make the 
substantial investments. A 
ski lift, which may last 
16-20 years, can cost 
FFrlfim or more. And 
clients are becoming ever 
more demanding. 

They are no longer 
content with low-cost 
“button lifts”, for example 


says Mr Sonois. Skiers are 
making more descents than 
ever - an average of 11 or 
12 daily - and they want to 
use lifts that are less tiring. 

CPia n gfai g trends in 
skiing have made other 
capital-intensive demands 
too. Machines to flatten the 
slopes after use are 
expensive. “Clients demand , 
cleaner, flattened slopes, 
that are wen flagged, and 
have the rocks and bumps 
removed.” 

Focusing on a business 
has allowed Compagnie des 
Alpes to avoid the errors of 
some other resort operators 
who owned hotels mid 
apartments and woe hit 
during the French property 
crisis of the early mid mid 
1990s. 

Just s per cent of 
Compagnie des Alpes' 
revenue comes from 
sources other than ski 
passes shops and 
restaurants. However, it 
does have 188,000 square 
metres or land with 

construction permission 
granted, and has provided 
assistance to owners of 
existing property to allow 
them to convert their fiats 
into rental accommodation, 
in efforts to boost capacity. 

He also continues to 
express an interest in 

buying resorts including 
stations outside France, 
although he stresses they 
most be at relatively high 
altitudes. He also wants 
internationally-oriented 
resorts. “We can't survive 
on French customers 
alone,” he says. 


Britain’s strengths as a 
business location seem 
increasingly well 
appreciated these days by 
French entrepreneurs. 

Even so. it is probably safe 
to say that few French 
business leaders can claim 
to have started their first 
company in Leytonstone, 
an unfashionable area of 
east London. 

“The rents were not too 
expensive," says Norbert 
Den tressan gle . explaining 
his decision to set up in 
east London in the late 
1970s. “At the beginning, it 
was very difficult, we 
needed a lot of tenacity 
and courage ... but the UK 
Is a country with which it 
Is very interesting to 
work." 

The chairman of the 
eponymous French 
transport and logistics 
company, based nowadays 
at Saut-Va)tier-sur-Rh6ne 
60km south of Lyons, has 
come a long way. The 
company, of which he still 
owns 70 per cent has 3,500 
motor vehicles, 6.200 staff 
and an annual turnover of 
more than FFr3bn ($500m). 

Its lorries have become a 
well-known feature of 
European roads, especially 
in France and the UK. 
Indeed, the combination of 
Den tressan gle's distinctive 
name and their bright red 
livery has earned tbe 
company a cult status 
similar to that of Eddie 
Stobart, the UK road 
haulier. Mr Centres san gle 
says he is “very admiring” 
of the way Stobart has 
instilled a culture of 
smartness and tie-wearing 
among its drivers. “We 
have done alright on the 
look of our vehicles and 
warehouses, but it is not so 
much a part of French 
culture to wear uniforms.” 
he says. 

Mr Dentressangle set up 
in Leytonstone because he 
spotted an opportunity 
transporting goods on the 
Franoe-UK route. 

“I understood that the 
market for commercial 
exchanges between 
different countries, 
especially between the UK 
and France was an 
important development," 
he says. “I understood that 
the market was difficult 
because of the insularity of 
the UK ami the geographic 
barrier. Also there was an 
imbalance of trade in the 
two directions with much 
more traffic moving 
towards the UK- That is 
why I created my first 
company in the UK: to 
build up market share for 
the return journey." 

In the early days, fririt 
and vegetables were the 
staple cargo, at least on 
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the France to England leg. 
As Mr Dentressangle 
recalls, the Dr6me region, 
had become a big producer 
of golden delicious apples. 
The British were fond of 
them, so they filled up 
many lorries. 

Turnover had risen to 
about FFr7 50m by 1988, so 
Mr Dentressangle decided 
to expand and bought 20-25 
transport companies inside 
and outside France over 
the next few years. In 1994, 
the group decided to float. 

Tbe company is now a 
European-wide transport 
and logistics operation. 

In spite of its expansion, 
the Franee-UK route is still 
important to the group, 
accounting for about 25 
per cent of turnover. Air 
Dentressangle says the 
company is market leader 
for transport between the 
UK and Europe in both 
directions, its vehicles 
make 140,000 English 
channel crossings a year. 

The original 
Dentressangle lorries - 
those of Norbert’s father 
Georges - were blue. “I 
had a need to differentiate 
myself," says Mr 
Dmitressangle, aged 44. 

The recent widely 
publicised French truckers’ 
strikes have done little for 
the image uT the country’s 
road hanlage industry, as 
well as costing the 
company FFr25m in 1996 
and FFri5m last year. 
Annual net attributable 
profits were restricted to 
FFrtO Jtm in 1997 - a 
relatively small 3.6 per 
cent year-on-year advance. 

Reflecting on the strikes, 
Mr Dentressangle says he 
has always acknowledged 
“the need for the 
profession of truck driver 
to be more highly valued. 

But it fa a notion shared by 
few of our clients. Because 
tiie market is competitive 
and there is this need for 
the profession to be more 
highly valued, the price 
war was transferred into 
social pressures which are 
the root explanation of the 
events of the past conple of 
years.” 

David Owen 
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The Geoffroy Guichard 
stadium in industrial Saint- 
Etienne Is one of the holy 
places of French football. 
Raucous and atmospheric, 
the so-called cauldron was 
home to the all-conquering 
Saint-Etlenne team of the 
late 1960s and 1970s - u les 

Verts" - which reached the 
1976 European cup Anal only 
to lose narrowly to Ger- 
many's Bayern Munich. 

“It was hell," recalls Serge 
Mesonfes. a former captain of 
the Auxerre team who is 
now football representative 
In the office of Marie-George 
Buffet, the French sports 
minister, when asked what It 
was like to ploy there. 

The Saint-Etlenne side 
now languishes in the 
French second division. But 
the stadium, extensively 
refitted at a cost of FFr98m, 
is one of 10 chosen to stage 
matches in this year’s foot- 
ball World Cup, which will 
take place in France in June 
and July. 

With the Gerland stadium 
in Lyons also on the World 
Cup list, it means that 12 of 
the 64 scheduled matches 
will take place In the Rhdne- 
Alpes region. This is a 
higher number than any 
other region except for lie de 
France, the one containing 
Paris, and should help to 
keep RhOne-Alpes at the 
heart of the action, particu- 
larly In the tournament's 
early stages. 

Curiously, the match that 
has probably aroused the 
most interest, of those due to 
take place in Lyons and 
Saint-Etlenne, involves two 
teams with little hope of 
winning the tournament. On 
Sunday, June 21, Iran will 
take an the United States In 
Lyons in a game that may 
determine Uttle more than 
who finishes last in group F. 
It Is the sort of tie in which 
the political overtones are 
likely to overshadow any- 
thing that takes place on the 
pitch. But it will be closely 
watched for all that. 
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Indeed, if thoroughness of 
preparation is any guide, 
observers should perhaps be 
prepared for the US team to 
spring the odd surprise In Its 
group matches, which also 
Include games against Ger- 
many and Yugoslavia. 

Olivier Dutreil, project 
manager far the World Cup 
in the Rhflne-Alpes region, 
describes the US os among 
the most professional of the 
organisations he has come 
into direct contact with. He 
says the region received vis- 
its from delegations from 14 
different countries In all, 
seven of which are taking up 
residence in RhOne-Alpes for 
at least part of the tourna- 
ment. The US has chosen the 
Chateau du Pizay at Saint- 
Jean-d’Ardteres In Beaujo- 
lals country between Mficon 
and Lyons. Mr Dutreil says 
that England has taken out 
an option to use the chateau 
later in the tournament; the 
English side could conceiv- 
ably ploy at either Lyons or 
Saint-Etienne in the later 
stages, 

Iran will be based in rural 
Auvergne, the neighbouring 


region to RhOne-Alpes, 
where the team is to stay, 
rather Improbably, at 
France's Ecole Nationale 
Supdrleure de la patisserie 
In Ysslngeaux. Jacques Bar- 
rot, the local mayor who 
served as labour minister 
under former prime minister 
Alain Juppd, makes no 
secret of where his sympa- 
thies will lie in the big game 
on June 21. "We will support 
them against the US," he 
says. 

Among the best first-round 
matches staged in RhOne- 
Alpes in footballing terms 
may well be the clash 
between the host nation 
France, among the favour- 
ites to win the tournament, 
and Denmark. Colombia ver- 
sus Romania and Mexico 
versus the Netherlands also 
promise to be particularly 
entertaining fixtures. 

Saint-Etienne Is also to 
host Scotland and its “tartan 
army” of supporters against 
Morocco In a game both 
sides may well need to win 
to stand any chance of 
advancing to the knock-out 
phase. According to promot- 


ional literature circulated by 
the town or Saint-Etienne, 
the “Scottish delegation" is 
planning a musical proces- 
sion “en kilt" from the town 
hall to the stadium before 
the match. The Scottish 
team has already played in 
Saint-Etienne, going down 
2-1 to France in a friendly 
International last November. 

One peculiarity of the sta- 
dium, whose capacity is now 
fixed at 36,000. Is that fences 
erected to prevent spectators 
from running onto the pitch 
will remain in place. Bern- 
ard Puillet, head or press 
relations at the Saint-Et- 
ienne venue, says it would 
be expensive to take the 
fences down. Moreover, 
Geoffroy Guichard is a sta- 
dium where spectators are 
particularly close to the 
pitch and Salnt-Etlenne's 
traditional supporters are 
"agitated”. 

By no means all the seven 
teams expected to reside in 
Rhdne-Alpes will necessarily 
play a match in the region. 
“We sold the Idea of teams 
having a base camp and 
travelling to other matches." 


says Mr Dutreil. adding that 
Lyons has the shortest aver- 
age distance to other stadi- 
ums and a good transport 
infrastructure. 

In addition to the US, the 
list comprises Argentina, 
Belgium, Colombia, Japan, 
Tunisia and Yugoslavia. 
Their geographic spread is 
wide, with teams scattered 
at locations from Alx-les- 
Balns and La-Tour-du-Pin in 
the east to Monthieux in the 
north and Montbucher-sur- 
Jabron In the south. 

Mr Dutreil says he has 
found his experience as proj- 
ect manager very interest- 
ing, with teams showing a 
marked divergence in atti- 
tudes on subjects as varied 
as golf and the presence of 
wives and partners In the 
vidnity of where teams are 
staying. On the first of these, 
he said be found England 
and Denmark particularly 
keen for a golf course to be 
available near the team 
hotel Norway, by contrast, 
was very much anti-golf In 
general, he says, he had 
found that football was "a 
very professional world". 


' E veryon e hi Lyon knows 
the Maison Bentachen, and 
Mr jBemachan r one of the 

bestfamorm traditional -■ 

chocolate makers in France 

- in turn knows its 

customers very well. 

. Wh Wan elegant Monde 
woman walks in to the tea 
rocnm she says hello and 
: makes her way to her usual 
table. Without asking, the 
serv^brtagahwiegular . 
orderof coffee, ■ 
accom panied by a little 
piece of chocolate • - 

Mr BamodKat himself; ar‘ 
yoothfuMookfog, JovjLof 
’ white-haired 80-year oW, 
droned in Ms chocofotter’s 
apron, remains active tar 
the business he founded 
even though be bad a heart 
attack list winter, and was 
warned by hjsdoctarof the 
need to take the choice. ' 
between "less activity and 
the ceme t ery". - - 

Whan he started making 
chocolate, in IS34, he says • 
tbere-were some 800 ' 
professional artisans who \ 
roasted cocoa beans in. 
France. Now there are at 
betf25i 

The nature of efteots has 
changed considerably too. 
"They were more 
demanding In the past,” he •' 
says, they were also more 
select, and bad time to wait 
while their orders were 
Wrapped to front of them. 

He -welcomes the fact that 
a d vertisi n g and social 
trends have helped spread , 
purchasesa tttfie more 
evenly throughout the year 

— even If Christmas, New 
Year and Easter still. - 
account for half of Ms 
annual sales. 

Despite the emergence of 
large, industrial chocolate 
producers, Bernachatt has - 
remained resistant to 
change. His products ore 
made by hand with natural - 
Ingredients, at considerable 
east cocoa from Brazil and 
Venezuela, pistachios from ' 
gefly, almonds from Spain, 
hazelnuts from Piedmont 
Equally, tile drinking - 
chocolate In hit tea-room Is - 


made Inna liquid with bat 
mOk added, not from' - 
powder..'./ 

“Industrial “ 
nxanttfecturfog has bean to 
the detriment of quality," 
be say*- "Chetatet* can 
make substitutes, for 
vanilla, ornse peanuts in 


think there is a place for 
Os, but I often say that J am 

fighting a battle which is 

lost in advance."- % ■ 

Maintaining traditional 
production methodshaanot 
beetr-easy. Whan he needed' 
tolraynewmacfainaf affew 
Years ago, ha found 11 was /' 
impossible to find small ; 
wiHTm fa&nrerflwho could 
maka themadwtomieasure. 
equipment to Franco. Aftar- 
fhdtieM research In otimr 
places indwBnjff Milan. be 
eventually found « small 
supplier hr Switzerland. 

■ He criticises as - 
“ridiculous" Some of the 
safety regulations and 
health Inspection* to which 
he Is now periodically 
subjected - and which he 
says he has always passed 
without problems. "Wfc use 
top quality Ingredients, if 
we used powdered eggs and 
mllfeand synthetic 
products* the chemists 
would always think 
everything was fine," 

Mr Benmchon was 
brought up hi a small 
village to Isfere. and left 
schoolat ml "Mp teacher 
sold i would make a good - 
teachers he says. "But my 
mother waa very religious, . 
and asked the priest, who • 
sold i should do a manual 
job, and whynot a 
confiseurT" 

- ^I aSked myself far years 
afterwards why,” be soys. 

M I think it was perhaps 
because when 1 was sent to 
confession every two weeks 
at that age X didn’t have 
mamy sins to admit , to, so X 
used to confess to : 
gluttony." • 

He spent two yeantof his 
apprenticeship wltha ... 
well-khown chocoiatier in 


LePratdnBsgnVolffiu'' ■ 

“there was a great . -. ;••••■ I 

attraction, wtthaR these . ■ . 
products arriving from ''-V. . 

exotic payees artnmdth* & 

world, it was roty different ; 
then, tirnrt wertffWv.t r-.N. . 
machines," he.saya.BMd ' 
what was the hardest part 
of the training for hhn7 
•Tor a young mantifce mct, 
it was getting up at Semi* 
French chocolate '< 
cwffitmiptianwasfrwlest. 
ip colder, mnmtiainoua - 4 

towns: notably (jhamdde, 7' ' 

ChamheryandAmiecnlBkd/ ■: 

BernachonwosdrwTO^ ' 
instead to Lymt, wWdi he“ . . 
-says was "aHvrirtown-r 
vrilh a safeotcUalMa.^Eli-::. 
spent the next two rears in 
the citywith Cofilard; ; 

- another chocoiatier, whoee - 
badness dosed XdJrtax* 
ago for lack at hefrsr 
Than. Just before the *<■.?.;• 
second world war, he came . 

to finish his training wifij r; 
the chocoiatier Durant;*^.:- .« 
the building where hestffl 
remains today, contimtihg - - t 
a ia» year tradi|tontm t^- 

the war, he faced adifBcoit V . 
pcrlod whetr ’^tm odita dof % 
get cocoa, sugar or batter.* 1 

In lMZ/ wlthttppftt • T- f 
from the local butinses - ; 

comminrity * 

abank-heacy/redths 


company wnen unrem v ,.--: 1 
decided to retir*. starting: ■ i 
with H U emp!oyee*,i» fre* - 
square metres and.agood 1 
reputation, " he wait on to- > 
add space. ateaTodmand J f^ 
grow the bnstoesstQdO ' < 

staff today. 1 “ vl-u .vl ? 

"X was uever toi^twtby ■’ 
Pmrfs," he say*. “Tfikto ./-'-; 
noughfor us. Vb'ifant • / j . 
want to do thingsiliat acr : 
oat of proportion, " But to ' v ~ 
-he eases htauelf tdtos v ■.'•••.•; 
more relaxBd rotobeOmi- 
be comforted hy the feet - 1 

that Kh ■- i 

grand-chjadraaaretddAg--: 
over and will maintain > 
business.' And hUeiMli* i - 

show every sign ^cf i £ 

<ontinttla« their patronages ‘ 


Anto jadc : 
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ART rc^ ftPSPE CTlVES A T THE NEW YORK MET 

The end of 
the affair 


h 


Paul Jeromack reviews 
Pajou and Pmd’hon 

Sooner or later, every artist win 
undergo a cold, unforgiving trial 
Reputations are either confirmed 
or shredded by them. One leaves 
exhilarated and sated, or nursing 
the bittersweet disappointment of a 
broken love affair where you 
understand the initial attraction 
but wonder how you could have 
been so deceived. 

This trial is, of course, the 
^museum retrospective exhibition. 
The dead artist, in particular, is at 
the mercy of many - the organis- 
ing curator, the museum director, 
assorted collectors and museums, 
and the galleries themselves - well 
or poorly lit, the wall colours cho- 
sen with care or clashing. 

There are two retrospectives on 
view at New York’s Metropolitan 
Museum of Art. and neither artist 
is familiar to a majority of visitors: 
the sculptor Augustin Pajou 


One would not want 
to mess with 
Madame Aved, 

^ the no-nonsense, 

’ wart-spotted wife of 
the painter J. Aved 

(1730-1809) and the painter Pierre- 
Paul PrudHon (1758-1823), both of 
which come to the Met from the 
Louvre. At a time when most 
American museums give older art 
short shrift in favour of concocting 
yet more ways to repackage 
Impressionism, the Met deserves 
credit far doing these shows at alL 

Augustin Pajou needs no apolo- 
gies. His retrospective has been 
assembled with care by curators 
Gidlhem Scberf of the Louvre and 
James David Draper of the New 
York Met It offers not just a career 
overview, but a valuable lesson in 
the role of sculpture in public life 
at a time when contemporary figu- 
rative sculpture has been reduced 
to the likes of the stale, pop-culture 
4'jjokes of Jeff Koons and the bloated, 

' faux-cuteness of Fernando Botero. 

Bom In Paris in 1790. Pajou was 
blessed with ambition, talent and a 
genial disposition, three qualities 
seldom seen in tandem. Something 
of a prodigy, he responded well to 
both the rigorous artistic training 
offered by his master, Jean-Bap- 
tiste Lemoyne, and the solid educa- 
tion offered by the Ecde Royale. 
Pajou’s heady student years at the 
French Academy in Rome are 
shown in the first gallery, lined 
with boldly drawn sketches after 
antiquities and powerful, finished 
drawings for collectors, all centred 
on his marble depiction of "Pluto 


Keeping Cerebus in Chains" and 
his terracotta bust of Lemoyne. 

Tlie “Pluto" was designed to cele- 
brate the sculpture's virtuosity, 
contrasting the delicacy of the 
chains and fur of the not-too fero- 
cious three-headed dog with the 
tense power of Pluto, his 
crossrlegged pose and twisted torso 
practically pulling the viewer 
around him. The Lemoyne, a work 
of warm emotion bespeaking 
respect and affection between mas- 
ter and pupil, marks a notable 
b eginni ng, for while Pajou would 
execute a great variety of tasks in 
his career, it is in his compelling 
portrait busts that Pajou is 
revealed as a sculptor of genius , 
neatly contradicting the image of 
ancten-r&gime France as seen in the 
flattering, rouged visages of 
Dnraais and Nattier. 

For better or worse, none of 
Pajou’s images of the royal family 
are featured, leaving the gallery of 
marble and terracotta portrait 
busts peopled mostly by friends 
and intimates: the hearty land- 
scape painter Hubert Robert; the 
secretary of state Baron de Breteiril 
whose shrewdness and sensuality 
are well attested to by contempo- 
rary accounts: the composer and 
chess champion Philidor; and his 
frequent collaborator, the poet 
Sedaine, colleagues and friends 
sharing a lively wit and intelli- 
gence. 

But it is Pajou’s busts of women 
that remain exceptional. Whether 
painted or sculpted, feminine por- 
traiture favours the mask of 
beauty over an intelligence and 
strength of character usually dis- 
missed as unseemly for women. 
Not so with Pajou. 

Even in the official marble bust 
of the royal mistress. MadawiP du 
Barry, the sculptor conveys not 
just her pretty features but also 
her famous airheaded vacuity and 
cold cunning - the latter q uali ty 
also discerned in his bust of the 
ambitious first painter to the 
Queen, Elisabeth Vlagte-Lebnm. 
One would not want to with 
Madame Aved. the no-nonsense 
wart-spotted wife of the painter J. 
Aved. nor the smooth and wily 
Mme Sedaine, who outwitted her 
own Tnqtfrer for her much older 
husband’s affections. One of the 
most striking is the Met's own 
Mine De WaiDy, the wife of Peqou’s 
architect friend - a sensual lioness 
in marble, topped by a cascading 
manp of hair, her nipples pressing 
firmly against her muslin robe, 
draped in antique fashion. Most 
memorable of all, however, is the 
terracotta of Nathalie de Laborde. 
The open-hearted 15-year-old girl 
here depicted by Pajou was des- 
tined to suffer the humiliations of 
both an errant husband and the 
Terror, was loved and abandoned 
by Chateaubriand, ultimately los- 
ing her mind and dying in an asy- 



Keart-brsaHng: Pajou’s bust of Nathalie de Laborde who, after humffiations In love and the Terror. io6t her mind 


lum in 1835. With thin hindsight, 
Pajou’s portrait haunts your mind 
and breaks your heart 
* 

No such feelings are aroused by 
the Pierre-Paol Prud’bon retrospec- 
tive, organised by Sylvain Laveis- 
siere of the Louvre and Gary Tin- 
terow of the Met. This is not 
entirely the artist's fault Much of 
his work is either owned by institu- 
tions that cannot lend, or is in a 
deplorably fragile condition due to 
his frequent practice of mixing 
bitumen to bis paint, leading to an 
irreversible deterioration of the 
paint surface. The Met was also 
impoverished by the absence of 
some 56 works previously shown in 
Paris. 

Like Pqjou, a master of many 
genres and resident artist to a 
court (in Prud 'ion's case the 
Empress Josephine's), Prud'hon 
disdained the hard neo-classicism 
of his slightly older rival. Jacques- 
Louis David, in favour, of a melting, 
smoky manner influenced both by 
Correggio and Leonardo, and the 


late manner of Fragonard and 
(freuze. 

Unlike Pajou, Prud’hon bad a 
late start and his early portraits 
are merely competent, his decora- 
tions for the Hotel de Lannoy 
heavy and stiff He found his call- 
ing with his highly finished 
black-and-white chalk designs for 
book illustrations, and despite his 
later career as a painter of monu- 
mental historical and allegorical 
canvases, he remained essentially 
an illustrator. He never lost his 
habit of organising allegorical and 
mythological canvases in terms of 
flat, frieze-like compositions. The 
one exception is his late Crucifix- 
ion, painted while the artist was 
still in deep mourning over the sui- 
cide of his mistress Constance 
Meyer, and in its dramatic pathos 
is rightly regarded as the most 
moving treatment of this subject in 
19th-century art 

PrutThon's famous portrait of the 
Empress Josephine is impressive, 
but on the whole, his portraits are 
neither as insightful as David's or 


as compelling as Girodet’s: they 
are agreeable portraits, and little 
else. 

If Prud’bon’s paintings remain 
forgettable, his talents as a 
draughtsman remain memorable. 
Seldom has human flesh been ren- 
dered so enticingly palpable, with 
both the female arid the male nude 
treated with an equal degree of 
sensitivity and sensuality. 
Prud’hon is matchless in modelling 
form and reflected light (as seen in 
the back of the female nude from 
the Boston Museum, or the taut 
belly and breast of the male nude 
from Stuttgart) as his chalk 
caresses the papeT. fingertips 
gently trail across an expanse of 
smooth skin. It should be no sur- 
prise that the small room that fea- 
tures these masterworks should be 
the one gallery in the Met’s 
Prud’hon retrospective that is per- 
petually full of visitors. 

Augustin Pajou, Royal SciiiptDr untfl 
May 24; Plerre-Pan! Prud’hon until 
Juie 7. 


Magisterial music from Maazel 


CONCERT 

Bavarian RwSo Symphony Orchestra 
Barbican Hall, London EC2 

One German orchestra playing 
Beethoven in London may be inter- 
esting. Two German orchestras 
playing Beethoven in London 
within five days of each other is 
ridiculous. Unless, that is, (me of 
the orchestras happens to be the 
Bavarian Radio Symphony Orches- 
tra. In its concert with Lorin Maa- 
zel at the Barbican cm Thursday. 


the BRSO set standards that Daniel 
Barenboim and the Berlin Staat- 
skapelle will find bard to match in 
their South Bank cycle of sympho- 
nies and piano concertos over the 
next two weeks. 

Maazel needed no justification 
for confining bis progr amme to 
Beethoven: his orchestra’s perfor- 
mances of the Egmont overture, 
the Violin Concerto and Symphony 
No.7 spoke for themselves. Else- 
where on their UK tour they 
included works by other composers 
- but it cannot have been lost on 
Maazel that the Berliners’ London 
cycle was tn the offing, and the 


chance to steal their t hu nder was 
too good to miss. 

On this showing the BRSO is 
unrecognisable from the time, not 
so long ago. when Colin Davis was 
chief conductor. Maazel has turned 
it into a Mercedes - immaculately 
calibrated, generously upholstered, 
with effortless acceleration, but 
still with a human face on the bon- 
net The sound, fattened by qua- 
druple woodwinds, is wholesome in 
the finest German tradition, and 
Maazel was intent on showing it 
off. Every chord and diminuendo 
was proudly presented. Sometimes 
the effects were exaggerated, as tf 


Maazel wanted to remind us of his 
touch-tone control, but the musical 
argument rarely suffered. 

The orchestra’s string sonority is 
massive - the opening chord of 
Egmont and Maazel’s tapering of it 
demonstrated a majesty that was 
as arresting as it was exhilarating. 
That majesty, of a kind not even 
the London Symphony Orchestra 
can match, was the touchstone of 
the whole concert It yielded vistas 
of calm in the slow movement of 
the concerto, gave an opulent clar- 
ity to the contrapuntal arguments 
in the symphony's outer move- 
ments, and allowed Maazel to 
underline the seamlessness of the 
scherzo. 

Only the finale, taken at a speed 
that would leave even a period 


ensemble gasping, seemed out of 
step with Maazel’s otherwise easy 
command of architecture and 
rhythm. But Maazel can’t resist 
playing to the gallery - as he dem- 
onstrated again in his encores, 
milking Brahms's two most popu- 
lar Hungarian Dances to the verge 
of schmaltz. We will forgive him 
that. As orchestral packages go, 
the Maazel/BRSO combination is 
well-nigh unbeatable. 

Their 18-year-old American solo- 
ist, Hilary Hahn, was a disappoint- 
ment She played the Violin Con- 
certo with the eloquent propriety 
of a head-girl - unfailingly sweet 
sometimes very beautiful, but 
never more than two-dimensional. 
It would have been fine in Mozart 
it was boring in Beethoven. 
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BALLET YOUNG DANCERS IN PARIS 

Bright hopes 
for the future 


Young dancers on the brink 
of their careers offer a touch- 
ing combination of skill and 
vulnerability. In the school 
shows of every great troupe 
- in Petersburg and Paris. 
New York and London - 
these youngsters win our 
hearts, and sometimes a few 
team as we see hopes that 
must inevitably be frus- 
trated. But we also see a 
physical elite of astonishing 
beauty, and apprentice per- 
formers whose dedication 
and sweetness of manner is 
irresistible. Balanchine 
thought of dancers as almost 
angelic beings. When we see 
them as young as this, we 
feel the truth of his belief. 

The annual displays by 
leading schools are, for the 
dedicated ballet-goer, the 
auguries for the future. We 
speak of “good years and bad 
years" like wine-buffs. We 
watch eagerly for the excep- 
tional youngster, whom the 
gods have already marked. 
Mme Dudinskaya. a great 
Petersburg teacher, saw a 
graduation performance in 
which Makarova. Sizova. 
Solovyov - divinities all - 
danced the Swan Lake pas 
de trois. and truly observed 
“What burdens God lays on 
our shoulders!". Such bur- 
dens God should lay on 
every teacher's shoulders. 

The Paris Opera Ballet 
School performance is 
always eagerly anticipated 
and eagerly studied. The 
style is polished, technique 
is well-founded, and there is 
that sense of pride in being 
where they are - on the 
sacred Garnier boards - 
which lends lustre to every 
step. The girls are uniformly 
bright-footed. The boys, less 
physically mature than the 
girls, have admirable car- 
riage. clean, clear technique. 
They all look like dancers. 
The programme this year 
comprised three items: a 
suite of choreographies by 
Jiri Kylian. Balanchine’s 
Night Shadow, and Lichine’s 
Graduation Ball, which 
might have been made for 
just such an occasion. 

I have no patience with 
Kylian's muse. The dances 
followed the predictable 
lines of his work, with 
dowdy peasants having a 
Bad Time, unspecified mop- 
ing directed upstage, and a 
nasty outbreak of the 


anthropomorphic cutes for 
three excellent boys. I hope 
this will serve as an inocula- 
tion against such nonsenses 
later in their careers. 

Night Shadow is Balan- 
chine at his most romantic. 
The first notes or Rieti’s 
score plunge us into a night- 
haunted and uneasy world, 
where gaiety’ masks lust, and 
love - the sudden blind pas- 
sion between a poet and a 
sleep-walking beauty - is 

doomed. It is a potent mas- 
terpiece or its genre, and 
though the school young did 
very well as guests and 
divertissement dancers, the 
main roles were really 
beyond such inexperienced 
(albeit gifted) debutants. The 
exception was R&my Fichet 
as the poet, to whose dances 
he gave a compelling ardour. 
A young artist to watch. 

With Llchine’s Graduation 
Ball every step had the spar- 

Every step had 
the sparkle of 
happy young 
dancers 


kle and delicious gaiety of 
happy young dancers. 
Johann Strauss, the bark- 
fisch of a girls’ school In 
Vienna a century ago. young 
cadets from a military acad- 
emy, shyness, waltz-steps, 
infatuation: the combination 
is irresistible and beart- 
winning when done with the 
elan of these students. 

I salute Florian Magnenet 
and Romain Schott as the 
two leading cadets. Caroline 
Robert (clearly a talent to 
watch: she took leading roles 
in all three ballets) and Julie 
Martel. 1 was also much 
taken by Myrian Ould Bra- 
ham, still in the second divi- 
sion at school, but with a 
romantic presence ideally 
suited to the Sylphide diver- 
tissement at the ball. I 
thought her lovely. But all 
these young people have 
gifts and the assurance of 
their fine schooling. They 
are bright hopes for the 
future, and they merit the 
brightest of futures. 

Clement Crisp 



Made for the occasion: youngsters In “Graduation Bafl’ Icara/Moatti 
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Forsythe; May 8, 9, 10 


AMSTERDAM 

OPERA 

Netherlands Opera, Het 
MuzMcttieator 
Teh 31-20-551 8911 
Tosca: by Puccini. New production 
by Nikolaus Lehnhoff with 8 cast 
including Bryn Terfel The 
^'.conductor is Rlccardo Chaffy; May 
8, 8, 10 

BASLE 

EXHIBITIONS 
Kunstinuseum 
Td: 41-61-271. 0828 

www.kunstmu9QumliSsd.ch 

Andy Warhol: Drawings 1942-1937. 
Around 230 won® by foe American 
pop artist, most of them on loan 
from t tie Andy Warhol Museum In 
Pittsburgh and the Warhol 
Foundation In New Ycric from 
today until Jul 19 




BERLIN 

DANCE 

Deutsche Oper 
Tel: 49-30-34384-01 

Deutsche Oper " 

works by Kylian, Bigonzetb ana 


BRUSSELS 

OPERA 
La Ntomaae 

Tat 32-2-229 1211 
H Rttomo cTUHissa- by Monteverdi 
New production conducted by 
Philippe Pteriot m a staging by 
William Kentrfdge. With the 
Handspring Puppet Company, a 
the Lunatfteater; May 9, 10 

CHICAGO 

CONCERTS 
Orchestra HaD 
Tel: 1-312-294-3000 
www.chkxgosymphony.ag 
Chicago Symphony Orchestra: 
conducted by Pierre Boulez In 
works by Pavel, Ugeti, Messiaen 
and Roussel With piano soloist 
ptene-Laurent Almard; May 5 

exhibitions 

Art Institute Of Chicago 

Tel: 1-312-443 3600 

wwwxrtk.edu 

Be ufe: African Art/Westam Eyes. 
Fast ever major museum show of 
Baule art Comprises around 125 
works ranging from woode n^ 
sculptures and masks to pottery, 
jewellery, textiles, and crafted 
{domestic toofe and furniture; ends 
on Sunday ^ 

DUBLIN 

EXHIBITIONS 

National GbHeiy oMrafemd 

Tel: 353-1-661 5133 

Die Irish Architectural Archive: 50 

works selected from the archive, 

Inducting designs .far houses and 


churches by architects Including 
-James Gan don and Raymond 
McGrath; ends on Sunday 

EDINBURGH 

EXHIBITIONS 

Scottish National GaBery of 
Modem Art 

Teh 44-131-624 6200 
William MacTaggart (1903-1981): 
retrospective of the Edinburgh 
modernist Includes around 50 
paintings, watercolours and 
drawings, the majority borrowed 
from private collections and 
seldom exhibited; ends on Sunday 

KORIYAMA 

EXHIBITIONS 

Koriyama City Museum of Art 
Teh 81-249-56 2200 
Aubrey Beardsley: more than 200 
drawings, prints, posters and 
books created during the brief 
period of the artist’s fame. The 
exhibition marks the centenary of 
his tragically early death, aged 25, 
and arrives at the V&A in October, 
after touring in Japan; ends today 

LAUSANNE 

OPERA 

Opera de Lausanne, Th&tre 
Municipal 
Tet 41-21-310 1600 
\\ Matrimonio segreto: by 
Cimsrosa. Conducted by Jonathan 
Darlington in a shying by Main 
Marcel Cast includes ABson 
Hagtey, May 5, 8, 10 

LISBON 

CONCERTS 


100 Days Festival Expo '98 
Portuguese Symphony Orchestra: 
programme of 20th century works; 
Main Auditorium, Centro Cultural 
de Betem; May 6 

LONDON 

CONCERTS 
Royal Festival Hail 

Tel: 44-171-960 4242 

Barenboim Beethoven Cycle: series 
of six concerts, with Barenboim 
conducting the nine Symphonies 
and directing the five Plano 
Concertos from the keyboard. With 
the Staatskapelte Berlin, the 
London Symphony Chorus and 

soloists tba; May 5, 6, 7 

EXHIBITIONS 
Hayward Gallery 

Tek 44-171-261 0127 
www.tttfyward-gaBery.ag.uk 
Anish Kapoor: one erf a generation 
erf British artists who came to 
prominence in the 1980s, Kapoor 
creates sculptures using stone, 
steel and mirrored metal. This is 
the fast major showing of his work 
in a public gallery in Britain, and 
Includes massive new stone 
pieces; to Jun 14 

MILAN 

OPERA 

Teatro alia Scala 
Tet 39-2-88791 
wwwJascalajnlfanoJt 
Der Frelschutz: by Weber. 
Conducted by Donald Runniries In 
a staging by Pier* AW; May 7, 9 

MOSCOW 

EXKBUtONS 


Pushkin State Museum of Fine 
Arts 

French Master Drawings from the 
Pierpoint Morgan Library: 120 
drawings, sketchbooks and albums 
drawn from the library’s 
collections. Highlights Include 
works by Cdzanne, Delacroix, 
Ingres and Poussin; ends on 
Sunday 

MUNICH 

CONCERTS 
Philharmonie Gasteig 
Tek 49-89-5481 8181 

• Berlin Philharmonic Orchestra: 
conducted by Claudio Abbado in 

works by Mahler and Larsson; 

May 5 

• Milan Symphony Orchestra: 
conducted by Alan Francis in 
works by Mozart, Bruch and 
Schubert With pianists Fortran and 
Ferean Onder. and violin soloist 
Anton Barachowsky. May 7 

• Vocaiissimo! Gala der Stare: 
Enoch zu Guttenberg conducts 
works by Haydn, Mozart and 
Beethoven. With violin soloist 
Andreas Rainer, May 6 

NEW YORK 

CONCERTS 

Lincoln Center 

Tet 1-212-721 6500 

wwwJlncotncsntBr.org 

New York Philharmonic: conducted 

by Leonard Satkfn in chamber 

music by Devienne, Saint-Sagns 

and Ravel; Avery Fisher HaR; 

May 5 

PARIS 

CONCERTS 


Theatre des Champs EJysAes 
Tel: 33-1-4952 505 O 
Orchestra National de France: 
conducted by Jerzy Semkow in 
works by Mozart, Wagner and 
Tchaikovsky. With mezzo-soprano 
Jard van Nes; May 6 

SAN FRANCISCO 

CONCERTS 
Dairies Symphony Hall 
Tet: 1-415-864 6000 
www.sfsymphony. org 
San Francisco Symphony 
Orchestra: conducted by Peter 
Maxwell Davies in the world 
premiere of his own new work, A 
Reel of Seven Fishermen. The 
programme is completed by works 
by Haydn and Shostakovich. With 
cello soloist Lynn Harrell; 

May 7, 8. 9 

STOCKHOLM 

CONCERTS 
Kdniglichen Oper 

Tel: 46-8-248 240 
Deutsche O per Orch e stra: 
conducted by Jiri Kout in works by 
Weber and Dvorak; May 10 

OPERA 

KontgRchen Oper 
Tel: 46-8-248 240 
Deutsche Oper Tannhaser. by 
Wagner. Conducted by Jiri Kout in 
a staging by GOtz Friedrich; 

May 7. 9 

TULSA 

EXHIBITIONS 
GBcreaae Museum 
Thomas Moran (1837-1926): 
retrospective devoted to foe 


American landscape painter, 
features 100 oils and watercolours 
including a selection of the famous 
Yellowstone pictures; ends on 
Sunday, then transfers to Seattle 

WASHINGTON 

EXHIBITIONS 
National Gallery of Art 

Tel: 1-202-737 4215 
www.nga.gov 

Mark Rothko: major retrospective 
of the American abstract artist, 
including loans from Europe and 
Japan, The 100 works on display 
encompass all phases of Rothko's 
career; to Aug 16, then travelling to 
New York and Paris 

TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received in western 
Europe on medium wave 648 KHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday. GMT: 

06l30: Moneyline with Lou Dobbs 
1&30: Business Asia 

19.30: World Bus/ness Today 
2200: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 08:20: 0920; 
10:20; 1120; 11:32; 1220; 1320; 
14:20. 

At 0820 Tanya Beckett of FT7V 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 




MARTIN WOLF 


Strange love 

Or how I have not stopped worrying but learned to love the euro 


At least since the French 
revolution. Europe has been 
the cradle of visionary 
politics. European 
intellectuals and politicians 
have repeatedly tried to 
infuse the mundane business 
of government with some 
higher aspiration. Today, 
just one dream remains: 
Europe itself The 
continent's leaders seek a 
Europe not only of peace and 
prosperity, but also of 
renewed power and prestige. 
That Is why they have 
decided to start economic 
and monetary union next 
January. 

Given the continent's 
often terrible history, it is 
natural to ask whether 
Europe is pursuing the right 
goal in the right way. Peace 
and prosperity across the 
continent is a noble goal. 

But will the huge step now 
being taken promote it. or 
produce precisely the 
opposite result? 

My own \iews have 
evolved in the past 10 years. 
When I fust learned of the 
intention of the 1988 
Hanover summit to set 
European monetary union in 
motion. I thought it insanely 
risky. I still think it risky. 

But it no longer looks 
insane. 

Whether Emu will lay the 
foundation of a harmonious 
and potent Europe remains 
an open question. But T am 
now convinced it offers at 
least two substantial 
advantages. 

First, the currency union 
will largely eliminate 
exchange-rate uncertainty 
from the minds of those 
responsible for long-term 
economic decisions. The 


consequences ought to 
include enhanced 
competition, greater 
specialisation, a more 
integrated European capital 
market and therefore higher 
incomes. 

Second, and perhaps more 
important, the alternatives 
to a currency union have 
come to look ever less 
attractive. 

Floating exchange rates 
have proved disappointing. 
At one time it seemed 
possible to hope that 

inexplicable currency 
gyrations would disappear 
once inflation had been 
eliminated and fiscal policy 
been placed under secure 
control. Experience of the 
1990s. including sterling's 
recent giddy climb, has 
demolished such optimism. 
For highly integrated 
European economies 
currency instability must 
impose a high price. 

An adjustable-peg regime 
has also proved far from 
ideal. This is not just 
because of the instability to 
which such regimes are 
prone but. within Europe, it 
also makes limited sense for 
the central bank that forms 
the monetary policy of the 
fixed-rate area to take the 
performance of only one 
economy. Germany, into 
account. But even Germany 
generates less than 30 per 
cent of European Union 
gross domestic product. 

Have 1 learned to stop 
worrying and love Emu after 
all? Only up to a point 
When I ask myself why I 
remain doubtful, the answer 
remains the enormity of the 
gamble. The upside is an 
improvement in EU 


prosperity and. for some, an 
enhanc ed ability to look the 
Americans In the face. Tbe 
downside is constant friction 
over economic policy and. 

conceivably, a breakdown to 
the EU itself. 

At present, these downside 
risks seem remote. One of 
the most important reasons 
for looking on Emu with a 
more welcoming eye than a 
decade ago is the effort made 
by the 11 participants. 
Germany's stability culture 
is far more deeply embedded 
across Europe than almost 
anybody had imagined. Just 
look at the table: who then 
foresaw a time when every 
EU member state, except 

I once thought 
Emu was insanely 
risky. I still think 
it is risky, but 
not insane 

Greece, would have inflation 
below 2 per cent? Similarly. 
Emu may even force 
countries to embark on 
long-needed structural 
reforms, particularly of 
labour markets. 

Here we see a powerful 
determination to embark on 
a project with Intrinsic 
economic merits. Surely 
those that have managed the 
painful journey to the 
promised land will not let 
the difficulties involved in 
staying there disturb them, 
to any case, since the price 
of withdrawal would be 
enormous, member states 
are doomed to make the 
project succeed. 


Ail this is plausible. But It 
is not enough to calm every 
one of my fears. 

One explanation for my 
worry is that to spite of a 
mountain of books and 
articles on the subject, the 
economic and political 
implications of Emu remain 
inevitably unknown. This 
conclusion leaps from the 
pages of a fascinating special 
issue on Emu to the journal. 
Economic Policy * 

Does the stability and 
growth pact agreed in 
Amsterdam to June 1997 
make sense? Or will it 
impose a damaging 
constraint on the ability of 
member states to smooth 
country-specific temporary 
shocks? The authors of one 
paper argue that the pact is 
unjustified, but should prove 
only a minor nuisance. Up 
pipes someone else insisting 
the costs will be large and 
another that the pact is 
justified. 

Can Emu survive without 
large-scale internal fiscal 
transfers? One pair of 
authors argues that the 
absence of labour mobility 
and regional wage flexibility 
within member states has 
generated irresistible 
pressure for internal 
transfers. Since the problem 
will be still greater across 
national frontiers, the EU 
will be under pressure to 
become a sort of fiscal 
federation. Yes, responds 
one discussant, but Europe's 
political divisions make this 
unlikely*, unnecessary, to 
any case, says another. 
because intra-country 
transfers have not done 
much to offset asymmetric 
shocks. 

If we do not - and cannot 

- know how Emu will work, 
some things we do know: 

Emu is an experiment in 

r unning a unified monetary 

policy, without a common 
fiscal authority, among a 
group of sovereign countries 

- as French demands over 
the central bank presidency 
have just reminded 
everybody. 

The incentives for a 
country to show good 


behaviour before Emu are 
different from those to 
behave well after it starts. 

• Europe's labour markets 
are catastrophically 
inflexible. 

• Individual Emu countries 
are likely to go through long 
periods of recession or 
overheating, with few 
instruments to influence the 
outcome. 

Emu is forever. The course 
of Emu and the European 
economy may run smoothly, 
decade after decade. But 
both initial conditions and 
history suggest this is most 
unlikely. 

Emu is also a grand vision. 
The visionaries are Europe's 
elites, with their desire to 
transcend the dangers and 
limi ts of national politics. 
Emu will separate central 
areas of economic policy 
from national politics. Yet 
political legitimacy an d 
identity will remain largely 
national. 

The risk then is that 
conflicts win emerge 
between the states that 
remain the focus of political 
life. On the onp band, and 
other member states or 
unaccountable European 
institutions, on the other. 
Many argue, for this reason, 
that there will either emerge 
a widely spread European 
consciousness embedded to a 
Europe-wide political 
process, or Emu will 
fail. Both historical 
precedent and common 
sense suggest this argument 
is correct. 

1 now appreciate the 
economic case for Emu and 
a dmir e the bravery of those 
who are starting it No one 
who wants the best for 
Europe can hope for 
anything but a triumphant 
success. Yet I still quail 
before the risks of this 
historic gamble. 

• David Begg and others (cds), 
Emu: Prospects and 
Challenges for the Euro 
(Oxford: Basil Blackwell, for 
Centre for Economic Policy 
Research . 19981 

Martm.WdlflgiFT.com 


Are you sure you want to continue? 

Richard Wotffe and Louise Kehoe wonder whether the US government will baulk at taking on Microsoft 


B ill Gates will this 
afternoon stage a 
rally in New York, 
gathering allies in 
a last-ditch effort to store off 
a looming battle with US 
antitrust regulators. Superfi- 
cially. the Microsoft boss's 
hastily arranged presenta- 
tion of Windows 9S - the 
next generation of personal 
computer operating system 
software - may look like any 
other high-tech hoopla in 
promotion of a new product 
But Microsoft's real pur- 
pose is to outmanoeuvre the 
Justice Department. Amer- 
ica's main trust-busting 
agency is on the brink of 
reaching a momentous deci- 
sion: whether to launch a 
broad antitrust lawsuit 
against the software giant 
The charge would be that 
Microsoft has maintained a 
monopoly through exclusion- 
ary or predatory practices. 

By whetting consumers' 
appetites for the new version 
of Windows. Microsoft hopes 
to have PC users clamouring 
for the product making it 
harder for government law- 
yens to lake legal action that 
might block or delay ship- 
ments to millions of poten- 
tial customers. 

If the government's case 
docs go ahead - and observ- 
ers believe a decision will 
mine within days - it is 
likely to prove a watershed 
event in both antitrust poli- 
tics and the computer indus- 
try. 

Tlie case would bo the big- 
gest antitrust action m 18 
years, since the break-up of 
AT&T, the telecommunica- 
tions monolith, it could 
upset the balance of power 
that has prevailed in the 
software industry for the 
past decade, with Microsoft 
at the top of the pole. It also 
threatens to disrupt the 
product plans of hundreds of 
computer companies includ- 
ing several of the world's 
largest such as Compaq 
Computer. Hewlett-Packard 
and International Business 
Machines. 

Overall, the case would 
signal the beginning of a 
remarkable clash between 
the US government and the 
country's fastest growing 
industrial sector, high tech- 
nology. While the Justice 
Department has set its 
sights on Microsoft, the Fed- 
eral Trade Commission - 
which also oversees anti- 
trust matters - is investiga- 
ting Intel, the Silicon Valley 
chipm.tker that has 90 per 
cent or more of the world 
market for microprocessor 
chips. Although the FTC is 
still gathering evidence, the 
early indications are that the 
agency would Like to drag 
Intel into court. 

But the big issue is Micro- 
soft. Trust busters started 


Investigating the company 
eight years ago; after a set- 
tlement to 1995. they stepped 
up their actions again last 
year. Now, after months of 
depositions and subpoenas. 
Justice Department lawyers 
appear confident they have a 
case strong enough to prove 
that Microsoft has abused its 
Windows monopoly to 
advance its position to 
related segments of the soft- 
ware market, in violation of 
antitrust laws. 

So far. the Justice Depart- 
ment probe has focused on 
Microsoft's inclusion in Win- 
dows 98 of an internet 
browser. Microsoft's hold on 
the operating system market 
is so strong that it might all 
but eliminate competition in 
browsers, which until now 
have been regarded as a sep- 
arate product category. 

The government has 
already proved it has the 
stomach for a fight over this 
issue. Microsoft has been 
charged with violating a 1995 
antitrust settlement by 
•'bundling" its internet 
browser with Windows 95. In 
a court injunction late last 
year, the Justice Department 
forced Microsoft to offer an 
optional “browser less" ver- 
sion of Windows 95 with the 
internet software hidden 
from users. 

But the victory has proved 
hollow. Few. if any. PC man- 
ufacturers have taken up the 
option and Microsoft’s reve- 
nues appear to have been 
unaffected. Moreover, its 
argument that the operating 
system and browser are 
inseparable seemed to come 
across more effectively to an 
appeal hearing last month. A 
decision in this case is 
pending. 

The Justice Department's 
next assault could be much 
wider. It is expected to reach 
beyond any particular ver- 
sion of Windows to try to 
establish a pattern or illegal 
efforts by Microsoft to 
restrain competition. 

The sense of urgency is 
acute. Filing such a case Just 
after the launch of Windows 
98 could be problematic, 
given the possibility of an 
adverse public reaction from 
would-be purchasers. 

Microsoft is also raising 
fears of an end to Wall 
Street's bull market, which 
would represent a big threat 
to public approval of the 
Clinton administration. It 
has warned stock market 
analysts that any delay in 
the release of Windows 98 
could carry “broad negative 
consequences, not just for 
Microsoft [one of the world’s 
three largest companies 
by market capitalisation] 
but for the entire PC 
industry”. 

The sense of urgency in 
Washington is heightened by 



the 13 states that have been 
enthusiastically gathering 
evidence to launch their own 
case against Microsoft. 

For antitrust lawyers of 
the laissez faire Reagan era. 
the scope of the action now 
being contemplated is 
unthinkable. Attitudes to 
antitrust action have shifted 
substantially in Washington 
- and not just to the White 
House. 

Among Republicans, the 
appetite for action is keen. 
Bob Dole, the former presi- 
dential candidate and Senate 
leader, last month called for 
government action against 
Microsoft He was accompan- 
ied by Robert Bork, the for- 
mer federal judge and one of 
the leading antitrust think - 
ers of the free- market Chi- 
cago school in the 1970s. 
Both men have been hired 
by a coalition of Microsoft 
critics, including Netscape 
Communications, its rival in 
internet browsers. 

On Capitol Hill. Orrin 
Hatch, chairman of the sen- 
ate judiciary' committee, has 
proved one of Microsoft's 
most outspoken critics. That 
may not be surprising. Mr 
Hatch represents Utah, a 
state that is home to Novell, 
a software industry rival 
whose complaints were 
instrumental to first draw- 
ing government attention to 
Microsoft’s dominance to the 
early 1990s. 

The upshot is that the 
Clinton administration need 
not fear a partisan political 
backlash if it launches anti- 
trust action. As one senior 
government official said: 
“This is an unusual political 
situation because it does not 
split along partisan lines. 
There is tremendous Interest 
among conservatives to lim- 
iting Microsoft's ability to 
abuse its monopoly.” 


At the heart of Washing- 
ton's antitrust concerns is 
the fear that today's 
so-called "monopolists" will 
extend their domination into 
future technologies. The 
so-called “Winter dynasty - 
Microsoft’s Windows and 
Intel's chips - could deter- 
mine the success of products 
ranging from electronic com- 
merce to a new generation of 
digital televisions. 

This argument, which 
springs straight from the 
pages of papers prepared by 
Microsoft's industry critics, 
is theoretical rather than 
practical, to court, the gov- 
ernment must prove past 
misdeeds rather than future 
threats. 

“A lot of the debate has 
taken place without a solid 
understanding of what the 
antitrust laws do and do not 
prohibit." says Rick Rule, 
head of the Justice Depart- 
ment’s antitrust division 
from 1986 to 1989. "The law 
does not prohibit commer- 
cial success when that suc- 
cess is the result of competi- 
tion on the merits.” Mr Rule 
is working as a consultant to 
Microsoft. 

With legal and political 
experts to the pay of both 
sides, the antitrust battle is 
being fought in the court of 
public opinion. 

A critical issue is whether 
government meddling in 
hi gh technology would kill 
the golden goose. High-tech 
companies have helped drive 
US economic growth and set 
the bulls running on Wall 
Street The retirement funds 
of many Americans are at 
stoke - not an issue that 
politicians can afford to 
ignore. 

It may also have uphill 
work persuading people that 
Microsoft is stifling techno- 
logical innovation, to prac- 


tice, Microsoft owns the 
operating standard but has 
continued to improve it, too 
much indeed far some. It is 
still a challenge for most PC 
users to keep pace with the 
latest technological 
advances. 

So if Microsoft’s sharehold- 
ers and most of its custom- 
ers are happy, why should 
the government intervene? 
“Our job is to communicate 
to the public about the dan- 
gers of Microsoft's position,” 
says a senior government 
adviser. 

"What happens next time 
a young (rid goes into a 
garage with a great idea? If 
she figures out that no mat- 
ter how good her idea Is. 
Microsoft is going to come 
up with a knocked -off ver- 
sion and stick It into the 
operating system, she will 
never get started." 

The biggest challenge fac- 
ing the government is to 
come up with a “remedy" 
that enhances competition 
and benefits consumers. The 
notioa of breaking up Micro- 
soft, AT&T style, has already 
been rejected. Forcing Micro- 
soft to share its intellectual 
property with competitors 
sets a dangerous precedent 
that could stifle research. 

In theory, the Justice 
Department might force 
Microsoft to submit some 
f utu re plans to government 
scrutiny. But no one wants 
that , including the govern- 
ment and even Microsoft’s 
most vociferous critics. 

The danger is that, in 
attempting to ensure that PC 
users ran choose among 
competing software, the US 
government would end up 
establishing a regulatory 
regime that crushed prog- 
ress in information technol- 
ogy. The cure may be worse 
than the disease. 


LETTERS TO THE EDITOR 


ECB decision compromises 
presidency’s independence 


From Professor Lars 
Calmfors. 

Sir. The basic political 
motivation for the Emu is 
that It should help deepen 
European integration. The 
turbulence around the nomi- 
nation of the first president 
of the European Central 
Bank ("EU deal puts stogie 
currency to the test". May 4) 
has illustrated very clearly 
that monetary integration 
can also give rise to serious 
conflicts between EU mem- 
ber states. To minimise the 
damage and to get the ECB 
started, it may therefore be 
tempting to accept the com- 
promise. As Wlm Duisenberg 
and Jean -Claude Trichet 
have similar anti-inflation 
credentials, the drawbacks 
might seem small. In my 
view, this is the wrong con- 
clusion. 

The problem is that the 
decision on a split period of 
office for the ECB president 
goes against the very heart 
of the idea of granting the 
bank independence from 
political interference. There 
are at least three important 
provisions to the Maastricht 
Treaty that serve to achieve 
this aim: , the long period of 
office of the executive board 
(eight years), the fact that 
the mandate cannot be 
renewed, and the prohibition 
for members of the ECB 
council to take instructions 
from governments or other 


EU institutions. The compro- 
mise reached violates all 
three provisions. 

Because no legally binding 
decision <**n be taken that 
Mr Duisenberg should step 
down after four years, the 
possibility arises of EU gov- 
ernments accepting that he 
continues for another four 
years of office. This amounts 
to very much the same thing 
as a renewal of the mandate. 
And such a possibility could 
make the ECB president 
more sensitive to political 
influences. 

The Maastricht Treaty is 
very clear that members of 
the ECB executive board are 
not allowed to take instruc- 
tions. What can be a mare 
clear violation of this than 
when the prospective presi- 
dent of the ECB yields to 
pressure from the EU gov- 
ernments to step down after 
half his period of office? If 
the president yields on such 
a crucial point the suspicion 
is likely to arise that he 
could yield on other issues. 
The present decision also 
sets a very dangerous prece- 
dent for how any future con- 
flicts over appointments to 
the executive board of the 
ECB could be resolved. 

There is an ongoing dis- 
cussion about the need to 
balance the independence of 
the ECB against accountabil- 
ity. But circumscribing the 
independence of the ECB to 


the way that is implied bv 
the deal on the presidency 
does not increase the 
accountability of the bank. 
Monetary policy should be 
delegated to the bank in a 
transparent way and the 
bank be held accountable for 
its performance ex post. One 
should do as much as possi- 
ble to shield the ECB from 
continuous political pres- 
sores from governments. 
Indeed, a Ugh degree 
accountability could 
reduce those risks. 

So for. the president of the 
ECB has only been nomi- 
nated. The final appointment 
will come after the European 
parliament has been heard. 
As the appointment violates 
the basic principles behind 
the Maastricht agreement, 
the parliament ought to 
reject Mr Duisen berg's nomi- 
nation. This may in the 
short run lead to more tur- 
bulence and conflicts. But it 
would be a clear gain in the 
long run. And it would earn 
the parliament a great deal 
of respect if it stood up for 
the independence of the 
ECa 

Lars Calmfors, -9 

professor of international 
economics. 

Institute for International 
Economic Studies. 

Stockholm University, 
Stockholm, 

Sweden 


Tables could 
be turned for 
Cambridge 

From Mr John-Paul de 
Soissons. 

Sir. Clearly it is bard to 
construct a university 
league table without includ- 
ing criteria that are open to 
attack. However, at least two 
in your article, "Once glori- 
ous Oxford only scrapes a 
third" (April 39) deserve 
comment 

The proportion of students 
awarded first class degrees is 
irrelevant since any univer- 
sity can award as many or 
as few first class degrees as 
it wishes. Your report shows 
that Cambridge awarded 
nearly twice as many as 
Oxford in 1996. 

Is Cambridge debasing the 
currency? The higher level 
of research funds raised per 
academic at Cambridge and 
Imperial College London 
compared with Oxford could 
simply reflect the fact 
(which I suspect may be 
true) that the first two have 
& higher proportion of sci- 
ence academics. 

Scientific research is of 
course more capital 
intensive than that into the 
humanities, and more likely 
to attract commercial spon- 
sorship. The closeness of the 
scores implies that leaving 
out or adjusting these two 
criteria could have lead to a 
totally different result, quite 
possibly with Cambridge not 
Oxford "only scraping a 
third". 

John-Paul de Soissons, 

Villa Bella vista. 

Via del Pino 2, 

23898 Imbersago. Italy 


Challenges 
for the UK 

Prom Mr D-AJL. Fagcmdzm. 

Sir. The caveats you raise 
to the Treasury’s analysis of 
the UK's position in the 
industrial world, and to the 
chancellor of the exche- 
quer’s reaction, are both 
right and proper ("UK pro- 
ductivity", April 27). 

However, the slant yon 
would wish to give to the 
data Is contradicted by your 
table on page VI in your sur- 
vey “Reporting Britain" 
(April 23). The regional pros- 
perity table provides a perti- 
nent. if not poignant, back- 
cloth against which the UK's 
performance over the long 
term has to be judged. 

When south-east England, 
including London, lies far 
below De de France, and cen- 
tral Italy is placed just above 
ft, serious thought does need 
to be given to the real chal- 
lenges UK industrialists thee 
when deploying the "big 
share of the profits” you 
advise should be left with 
them. 

D AA. Fagandinl, 

6 Alleyn Park. 

Dulwich, 

London SE21 8AE. UK 


Too great a faith in long 
run strength of the union 


From Mr Simon Rutrinsohn. 

Sir. While you are right to 
draw attention to the need 
for structural reform 
("Europe's leap of faith”. 
May 1) to tackle high levels 
of unemployment on the 
continent, dismissing the 
importance of fiscal trans- 
fers is short-sighted. Even in 
successful monetary unions 
such as the US where the 
labour market is about as 
flexible as ft can be there is 
wide variation in regional 
economic performance, the 
impact of which is mitigated 
by budgetary flows. 

To believe that a single 
currency bloc (Emu) with 
considerably less workforce 
flexibility can survive in the 
long run with such a minus- 
cule central budget (just to 
excess of 1 per cent of gross 
domestic product) and tight 
controls on national spend- 
ing is fanciful. 

The risk in these circum- 
stances is that Chancellor 
Helmut Kohl's brave words: 
"European . . . integration is 
the most effective insurance 
against a backslide into 
chauvinism and war", will 


be turned on their head. 

Simon Rabinsohn. 
chief economist, 

Capel-Cnre Myers Capital 
Management, 

The Registry, 

Royal Mint Court 
London EC3N 4EY, UK 

From Mr Konrad Blumf '■ 
that. 

Sir. Your article "Disheart- 
ened Kohl may be punished 
at the polls by sceptical vot- 
ers” (May 4) contains a 
translation error which dis- 
torts the meaning of the 
comment by Hans-Olar 
Henkel, head of the Federa- 
tion of German Industry. In 
this context, the German 
word feud means rotten and 
not lazy. Em fouler Apfel is a 
rotten apple, not a lazy 
apple, and Em fouler Kom- 
promiss is a rotten compro- 
mise - a fitting description 
of the outcome of the Brus- 
sels event and the entire 
Emu process. 

Konrad Blumenthal, 
Govelweidstr. 6, 

60596 Franftrrt, Germany 


An arrogant neglect of rules 


From Mr Clous Honig. 

Sir. I refer to your report 
"EU staff to stop work over 
review paper" (April 30). A 
democratically elected Euro- 
pean parliament has unani- 
mously called upon the Com- 
mission to study the 
consequences of duty free 
abolition and to present its 
results to parliament for re- 
evalation of the issue. 

The Commission’s 
response to MEPs has been a 
simple “No. you may not 
have such a study”. Equally, 
the same request by the 
transport ministers council 
has been rejected. Seldom 
did Brussels demonstrate 
more bluntly its arrogant 


neglect of democratic rules. 

To create new Jobs to com- 
pensate for job lasses due to 
duty free abolition would 
cost European taxpayers 
ecuTbn-eculObn. even if it 
were possible to do so given 
the recession in tbe labour 
market In a normal demo- 
cratic parliament such 
potential waste of resources 
would result to a vote of no 
confidence against tbe 
finance minister. One might 
speculate whether the com- 
missioner responsible. Mario 
Monti, will be facing one. 

Clans Hdnig, fc - 

Isesfcr. it, 

D-20144 Hamburg, Germany 


Those who pay know better 


From Mr J.P. Read. 

Sir. You state to your 
leader “Good and bad". 
(April 29) that globalisation 
poses an undeniable threat 
to the tax revenues of states 
in the developed world and 
that reforms have minimised 
tax-induced distortions to 
trade and investment. Those 
of us who write out the 
cheques for taxation know 
this to be untrue and it can- 
not be true in the case of the 
UK where about 25 per cent 
of gross national product is 
taken for non-governmental 
purposes making a total tax 
burden of the order of 40 per 
cent. 

To add insult to the injury 
the vast bulk of this taxation 
not levied according to 
ability to pay but according 
to the value of various trans- 
actions. 

For example, costs are 
inflated by taxes on employ- 


ment (Pay As You Earn and 
National Insurance), capital 
(Income tax on interest and 
dividends) and sales (value 
added tax) - the latter bav- 
tog the dubious distinction 
of inflating tbe cost of al) 
purchases by bus iness es to 
which it is applied: not only 
that, in calculating VAT no 
deduction is allowed froi’. 
sales value for the extent to 
which such value has to be 
higher to cover the cost of 
the other taxes! 

No wonder the Inland Rev- 
enue has to put so many 
businesses into liquidation, 
and no wonder the govern- 
ment makes sure it has pref- 
erence over the other credi- 
tors in a liquidation. 

John Read. 

St Anne’s. 

8 Turner Drive, 

London NWU 6TX. < 

UK 


Number One Southwark Bridge, Undon SEI 9HL 

We at* to encourage letter, ton rasters -/raMkwda Letter; maj he ^ 

Wtere.etfiarfHl.am Pubtsted tenon m at® raaiahfe an v»? n - i-«s Wc , , JL 1 5335 ,sel fiu lo 
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Aviation 

alliances 


The Emu has landed 



■ »'i in idijo 

: ihi union 


Who should passengers be 
rooting for in the spat between 
Washington and Brussels over 
how to regulate aviation alli- 
ances? Charles Hunnicutt, US 
, assistant aviation secretary, has 
written to Karel Van Mlert, the 
European Union competition 
commissioner, saying Brussels' 
proposals for reining in aitiaruyg 
will hurt consumers and push np 
fares. Mr Van Miert, though, sees 
himself as the champion of the 
traveller against the mi ght of the 
alliances. 

Brussels is examining a range 
of alliances, including the pro- 
posed link-up between British 
Airways and American Airlines 
and the partnership between 
United Airlines of the US and 
Lufthansa of Germany. The US 
has yet to make up its mind 
about BA-American. but the 
Cnited-Lufthansa alliance is 
already functioning because 
Washington has given it immu- 
nity from the anti-trust laws. 

Washington and Br ussels rKffwr 
an two Issues. First, Mr Hunni- 
cutt says Mr Van Miert Is paying 
too much attention to individual 
routes, such as London to Chi- 
cago and Frankfurt to New York, 
and too little to the effect of alli- 
ances on the transatlantic mar- 
ket While airline partners can 
reduce competition on the few 
routes on which they both fly, he 
argues, alliances can have a ben- 
eficial effect on competition over- 
all This is because they use their 
combined networks to offer 
flights to many more destina- 
tions, thereby increasing 


competition between alliances. 

The second difference is over 
how regulators should reduce the 
power of alliances on routes 
where they are too powerful. 
Washington, relies on “carve- 
outs”, which means aTUanr^ are 
denied anti-trust immunity on 
those routes, instead of offering 
uniform fares, they have to pro- 
vide competing services and 
prices. Mr Van Mi erf s remedy is 
to reduce the number of fl ights 
alliance partners are allowed to 
offer on routes they both serve, 
thereby encouraging other air- 
lines to set up competing ser- 
vices. Mr Hunnicutt argues this 
could lower the number of seats 
available, pushing up prices. It is 
an important argument because 
the trend towards concentration 
in the industry is accelerating. 
As well as the transatlantic alli- 
ances, US airlines, such as United 
and Delta, have been forming 
domestic partnerships. 

Who is right? Travellers will 
probably be better served by Mr 
Hunnicutt’ s arguments. While 
Brussels is right to insist on 
examining the effect of allianc es 
on particular routes, its proposed 
remedies risk returning the 
industry to the excessively 
detailed regulation from which it 
is trying to escape. How would 
Brussels decide how many flights j 
or seats each airline should be 
allowed? What would it do when 
traffic increased or dropped? It is 
Ear better to tell alliance partners 
they cannot collude on sensitive 
routes and then take action 
a gains t them if they do. 


UN held hostage 


£ The US Senate voted last week 
v by 51-49 to approve payment of 
1926m that the US owes to the 

• United Nations. Good news, you 
might think, for Bill Clinton, the 
US president, who has con- 

. d earned the arrears as irresponsi- 
ble and unworthy of “the leading 
► country in the world". How 
.• come, then, that Mr Clinton has 
promised to veto the bill as soon 
as it reaches the White House? 

The reason is that Congress 
has included in the bin, which 
■ also aims to trim the wings erf the 
State Department, a provision to 
, withhold US taxpayers' money 

• from any organisation that lob- 
bies foreign governments to 
change their abortion laws. 

This provision would not affect 
, • • the UN, none of whose agencies 
Indulge in such lobbying. It is 
aimed at non-governmental bod- 
ies that currently receive US sup- 
port, noLably the International 
.< J Planned Parenthood Federation. 

• ' ii.'t i 5 * The two issues got tangled up 

• in the autumn when anti- 
abortion campaigners in the 
House tacked their favourite 

• clause on to a package previously 
agreed by Senators Jesse Helms 
and Joseph Biden, the Republi- 
can and Democratic leaders on 

. the Senate Foreign Relations 
co mmitte e. At the time Mr Helms 
was irritated by this attempt to 
out-flank him on the right But, 

- after heavy lobbying by anti- 
abortion activists in his home 


state of North Carolina, be has 
come round to the House’s view. 

Both sides of this argument are 
playing domestic politics with an 
important foreign policy issue. 
The administration maintains 
that, by using the power of the 
purse to Inhibit family planning 
groups from lobbying to make 
abortion easier abroad, it would 
in effect be infringing their First 
Amendment right of free expres- 
siau. 

But such lobbying, if it hap- 
pens at all. is not the main 
agenda of these groups. Mr din- 
ton's real concern is to keep faith 
with one of his core domestic 
constituencies - the. powerful 
feminist movement - and to cast 
his Republican opponents as die- 
hard obscurantists. 

They in their turn are trying to 
turn one of his own best argu- 
ments against him Having been 
repeatedly told that Europeans 
and other major US allies are 
being alienated by the US's fail- 
ure to pay its UN dues, they are 
now hoping the same allies, and 
the UN itself, will put pressure 
on Mr Clinton to sign the bill as 

pass ed . 

To yield to this tactic may 
seem humiliating, but Mr Clinton 
has a chance to show himself 
more statesmanlike than his 
opponents. Rather than sacrifice 
the UN on the altar of political 
correctness, he should agree to i 
negotiate a compromise formula. I 


BHh of the euro 


For 40 years, as Europe moved 
step by step towards “ever closer 
union”, the rest of the world, led 
by the US, has applauded enthu- 
siastically. It has been an article 
of faith that economic and politi- 
cal integration is good - not only 
for Europe, hut also far the rest 
of the world. 

That may be changing. As 11 
members of the European Union 
this weekend took the biggest 
stride yet towards closer union 
(notw ithstanding the u-q»»i fam- 
ily squabble over who should 
head the central bank), they did 
so against a background of inter- 
national nervousness. 

Much concern focuses on how 
the US will react. The critical 
question is how the euro will 
affect economic and political rela- 
tionships across the Atlantic. No 
country has bad a bigger strate- 
gic interest in the European proj- 
ect than the US. But the arrival 
of economic and monetary union 
poses a greater challenge to 
American economic and diplo- 
matic orthodoxy than any previ- 
ous stage of Euro-integration. 
Highly influential Americans are 
having second thoughts. 

The official US position, since 
the Maastricht treaty was signed 
in 199 1, has been to offer polite 
support for Emu. Bill Chilton, the 
US president, has said: “An inte- 
grated Europe is America's natu- 
ral best partner far the 21st cen- 
tury.” 

But behind the diplomatic nice- 
ties has been a quiet scepticism, 
a caution that stems from a com- 
plex mix of doubts that threatens 
to shatter the longstanding US 
orthodoxy about Europe. 

Until not much more than a 
year ago, even those members of 
the policy establishment most 
engaged in International affairs 
privately doubted whether mone- 
tary union would ever take place. 
As the project has moved from 
probability to reality, the official 
US view has become more sup- 
portive. But even as the member 
countries have been hatching 
Emu in the past few months, the 
words of welcome from US offi- 
cials have beeo larded with con- 
ditionals. 

“If Emu is good for Europe it 
will be good far us" is the mantra 
repeated by Lawrence Summers, 
the deputy US Treasury secre- 
tary, and the administration's 
most important thinker on Emu. 

“Bland efforts to say nothing 
leave an impression that the US 
is uneasy,” wrote GrJoiiathah 
Greenwald, a former senior US 
diplomat in Brussels. 

A blunter assessment was last 
week’s observation by Newt 
Gingrich that Britain should 
leave the EU and join the North 
American Free Trade Agreement 
The fact that a speaker of the 
House of Representatives should 
air such an idea reveals the 
depth of US doubts. 

Even the most ardent propo- 
nents of the project do not dis- 
pute that it is by far the most 
risky step taken towards Euro- 
pean integration. Hence it is 
hardly surprising that there is a 
difference between the current 
ambiguity and cordial US support 
for previous steps - especially 
the expansion of the original six 
members to 15 and the creation 
of a single market 
For European enthusiasts, 
however, the changed US atti- 
tude reflects two deeper con- 
cerns. both raised by the threat 
to the US of a successful Emu. 
First, the arrival of the euro is 
the first serious challenge to the 
global hegemony of the dollar 


Gerard Baker on how US support has turned to mild 
concern as Europe’s single currency has become reality 
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since the 1930s. “The euro will be 
to the dollar what Airbus is to 
Boeing," said Norbert Walter, 
chief economist at Deutsche 
Bank, last week. 

If the euro were to challenge 
the dollar, that would not be 
something the US could afford Jo 
take lightly. The US gains much 
from printing the world's' reserve 
currency. Seignorage - the reve- 
nue that accrues to the federal 
government from the ubiquity of 
hundreds of billions of dollars in 
banknotes - is one benefit More 
important, the primacy of the 
dollar means the US has no trou- 
ble financing its huge external 
needs - a $160bn current account 
deficit - in its own currency, ino- 
culating debt service costs 
against currency volatility. 

Second, Emu optimists believe, 
the US is nervous about the effi- 
ciencies they expect monetary 
union to bring the European 
economy. These, they think, will 
turn the euro zone into a forceful 
global competitor. 

It is true there is some concern 
in Washington about the implica- 
tions of Emu for US dominance 
of the global financial system. 
But it is bard to find many US 
policymakers who regard the 
threat as anything other than 
very distant Mr Summers has 
repeatedly pointed out that it 
took many years of US economic 
strength before the dollar 
achieved its supremacy. A global 


reserve currency, he has argued, 
is not simply legislated into exis- 
tence. He reckons it will take 
years before the euro builds 
enough credibility to became a 
serious threat 

. Few in the US administration 
worry that any long-term eco- 
nomic gains Europe makes will 
damage' the US. A vibrant and 
integrated European market 
poses more opportunities than 
dangers for US companies. On 


The euro will 
be to the 
dollar what 
Airbus is 


to Boeing’ 


this, at any rate, it seems reason- 
able to take US officials at their 
word. “It is not tbe success of 
Emu that worries us, but the pos- 
sibility that it will be somewhat 
less than successful,” says one. 

What are the dangers, then, for 
the US and the rest of the world 
of an unsuccessful Emu? The 
main one Is economic. The con- 
cern (widespread among econo- 
mists) is that monetary union 
will be subject to Immense 
strains if the necessary struc- 
tural changes are not made. 


Though US officials are anxious 
to stress they believe the Emu 
countries will reform, there is 
concern they may not 

Specifically, the US believes 
urgent action is needed to make 
labour markets more flexible to 
compensate for the lack of 
exchange rate flexibility by indi- 
vidual countries. It is also widely 
felt that the absence of a com- 
mon fiscal policy could make 
regional disparities much worse. 

“Reforms are needed in 
Europe," says Janet Yellen, chair 
of Mr Clinton’s Council of Eco- 
nomic Advisers. “Rigidities in 
labour markets will be a problem 
in a world where you have a com- 
mon currency and countries have 
given up any flexibility ... in 
monetary policy." 

Some observers attribute this 
line ctf criticism, with some justi- 
fication. to the vogue for US eco- 
nomic triumphalism. The 
remarkably good performance of 
tbe US economy in the past few 
years - solid growth with no 
inflation - is hailed by even cau- 
tious US policymakers as a vindi- 
cation of the distinctive Ameri- 
can model: flexible labour 
markets, small government, a 
weak welfare net, dynamic capi- 
tal markets and deregulated mar- 
kets. Europe, by contrast, mostly 
stagnant for the past five years, 
is viewed by Americans as a 
model of economic failure and 
antediluvian rigidities. 


Euro rates 


OBSERVER 


Recent analysis of the 
implications of European eco- 
nomic and monetary union has 
focused on the long-term implica- 
tions of the project There are 
also short-term consequences, 
however, of the peculiar interim 
states of currencies destined to 
enter Emu in January next year. 

Hie weekend’s announcement 
of the bilateral exchange rates 
between Emu currencies at tbe 
Hma that conversion to the euro 
takes place poses a number of 
complexities. The Maastricht 
Treaty says that the ecu, an older 
basket of 12 EU currencies, must 
convert one-to-one to the euro m 
January next year. But the ecu 
re mt flins some currencies, such 
as sterling, that will not form 
purt of Emu; and it excludes 
some currencies, such as the 
Finnish markka, that wiD join. 

The announcement does not 
ten us the precise rate at which 
the D-Mark will convert to fee 
euro; but it is meant to tell us fee 
relationship at that moment 
between the D-Mark and the 
French franc. The euro conver- 
sion rates at the time will be 
influenced by the value of fee 
currencies that are not making a 
smooth switch from ecu to euro 
The most important of these is 
sterling. So, by a nice irony, fee 
precise rate at which Germ an cit- 
izens will ex c h an ge D-Marks ftr 
euros will in part depend antbc 
sterling/D-Mark exchange nte.ai 
the end of this year. 


This sort of complexity will 
give some scope for financial 
speculation In the months ahead. 
So far, fee markets have behaved 
with a rai-mneBs few predicted as 
Emu's starting date draws closer. 
But if there is turbulence to come 
in the next few months, it can be 
tracked in the now Euro Prices 
page of the Financial Times, pub- 
lished for the first time today. 
Four pages of today's paper 
explain the tables in detail. 

Many of the new tables have 
great long-term significance. But 
from the short-run point of view, 
the most important table wfll- be 
the one showing , the extent to 
which market bilateral rates fall 
into line with those laid down at 
the weekend. Serious divergence 
fmm these rates wiD indicate a 
bumpy time between now and 
the start of Emu. The same table 
will also monitor the conver- 
gence of short-term interest rates 
towards a common level, to be 
set from January by the Euro- 
pean Central Bank. S us tamed 
large variations "between these 
figures - or worse, a widening 1 
gap between them - will be an 
indicator of problems with fee ; 
smooth transition far which fee 
EU hopes- - t 

Europe's central bankers are 
determined to get peacefully 
from here to'fbne, Tfcecbanees 
are good fern, they' will achieve 
..their atm. ‘.But 1 if. there are jrob- J 
Ians ahead, fee new tables wfll 
quicbly show them. 


The quick 
brown Fox 


Rupert Murdoch didn't turn up to 
the gala opening of Fox Studios in 
Sydney, but the black-tie event 
marked another triumph far his 
deaf- making abilities. Construction 
of the sprawling studio complex on 

Sydney* historic showground n 
Moore Park has far years drawn 
fierce opposition. 

First the critics questioned 
lucrative concessions from the 
state government end related 
groups, Vndudbg free rent for a 
couple of years. A 1995 official 
Inquiry into corruption or conduct 
“conducive to corruption 1 ’ cleared 
afl parties of wrongdofog. But the 
AS250m project then faced Ihe 
wrath of face! residents, who made 
an unsuccessful bid through the 
courts to stop Fox developing the 
site. Australian fflm Industry 
leaders, meanwhile, said the 
studios would damage local 
Industry and turn the country Into a 
“service centre for big Hollywood 
interests”. 

Needless" to say. Murdoch 
prey^ed. But he left son LacWan 
to pfayhost at the lavish opening 
bash and ft was" Bill Mechanic, 

chief executive of Fox Group In the 
US,w|totoM 1,200 guests that the 
studios were Tncfisputably the best 
In the worfd, better than 
: Hollywood, better than London”. 

The. hyperbole didn't impress . 
ooeofetraparxis gatecrasher, a 
woman ctei in a top emblazoned i 
with “Maritime Union of Australia”, ! 


the dockers' union at the centre of 
toe country’s bitter waterfront 
dispute. Before .security guards 
dragged her away, she screamed 
at the assembled glitterati: "Do you 
befteve this is our country?” Back 
to the champagne. 

Hey, good lookin’ 

The GiBette executives responsible 
far last month's launch of toe 

company’s new three-pronged 
razor can relax. The device, 
dubbed “revolutionary” by toe 

company, has won a razor-sharp 

fan In Warren Buffett. 

The Sage of Omaha, who owns 
8.6 per cent of GRIette. says he's 
been using the new design since 
November and is delighted with its 
performance. While signing 
autographs h the run up to 
yesterday's Berkshire Hathaway 
shareholders’ meeting, Buffett said 
it was “a great razor". To prove the 
point he held both hands to 
super-smooth cheeks and 
exclaimed: “Just look at that face!” 

Top banana 

< Older Greek tycoons are treating 
| Victor Restis, toe toHy-somethinfl 
who tuns Piraeus- based 

Enterprises Shipholding, with a bit 
more respect these days. 

Enterprises, which operates one 
of the world's biggest fleets of 
refrigerated vessels - it carries lots 
of bananas around - has pulled off 
Greece's most successful junk 
bond issue to date. The $i75m 
issue was sold at par, with a 


coupon of less than 9 per cant, 
and the company got a better 
corporate rating from Standard & 
Poors than previous Greek issuers. 

With international safety 
regulations being tightened, Greek 
shipping companies are hungry for 
cash to modernise their fleets. But 
shipping tycoons are a notoriously 
prickly lot Most would rather 
borrow smaller amounts from 
discreet banks then risk the 
hum Ration of being awarded a 
lowly single B or even a C plus 
credit rating - and having to settle 
for a yield in double digits. 

Maybe once they've got their 
heads round Restis's doubie-B 
rating, the old guard might sail in 
the international bond market 
rather than sticking to home 
waters. 

Acid test 

Central bank governors are 
supposed to be tough. But 
Chatumongkoi Sonakul, nominated 
yesterday to be Thailand’s fourth 
central bank governor in less than 
two years, is downright acerbic. 

Former colleagues at the ministry 
I of finance recall being compared to 
water buffaloes - toe Thai 
equivalent of being labelled a 
jackass - if they didn't match his 
Intellectual standards. Last yea; 
the Oxford- and Harvard-educated 
member of Thailand’s royal family 
told assembled journalists that they 
were no better than prostitutes, 
doing other people's dirty work. 

Mind you, knocking Thailand's 
central bank into shape isn't going 


to be easy after all the recent 
turmoil. Chatumongkoi may find he 
has to do a fair amount of dirty 
work himself. 

Swiss role 

The Pope should sleep soundly 
tonight After a long delay, toe 
100-strong Swiss Guard which 
protects the pontiff has finally 
found a new commander. The 
appointment of 44-year-old Swiss 
army colonel Alois Estermann 
should scotch rumours that toe 
Vatican would have to start 
shopping around for mercenaries 
because the Swiss had priced 
themsetv es out of the market 

Switzerland's role in defending 
the Pope dates back to 1527 when 
147 Swiss guards died protecting 
Pope Clement VII against the 
French. Since then the 
pike-canylng Swiss Guard, in their 
MIcheiengekHstyle uniforms, have 
become one of the Vatican's 
most-photographed attractions. 

But fifa in toe Vatican barracks 
doesn't have the cachet of old. 

The commander of the Swiss 
Guard should be a senior Swiss 
I army officer, preferably of noble 
I birth, and willing to five on a hardly 
generous sal&y of around 
SFr40,000 a /Bar. Though the 
Swiss authorities are understood to 
have offered to top up toe salary 
by a factor of three, no aristocratic 
Swiss Catholics came forward. 

Estermann, until now deputy 
commander, was the obvious 
choice. He's not an aristocrat, but 
beggars can't be choosers. 


According to this view, Emu 
not only fails to answer Europe's 
problems, but arts as a danger- 
ous distraction. “It's like seeing a 
good friend who has a heart con- 
dition insist on going to see a 
dentist to get bis problems 
fixed,” says one official. “In the 
meantime fee heart condition 
gets ever more life-threatening.” 

This line is reinforced by the 
spectacle or fee UK standing 
aside from the Emu project. 
There is a consensus in Washing- 
ton that Britain has enjoyed 20 
years of economic transformation 
at least in part because it has 
endorsed the US entrepreneurial 
model and turned its back, on the 
continental European social mar- 
ket approach. 

Some of these views smack of 
hubris. But many Americans gen- 
uinely worry that an Emu built 
on unreformed economies would 
produce persistent unemploy- 
ment and sluggish growth. That 
in turn would mean tbe euro 
would be a weak currency 
against the dollar, undermining 
the competitiveness of US compa- 
nies in world markets. 

In short, tbe risk is that Europe 
under Emu could become 
another Japan, exporting its way 
to growth, while Ignoring its 
underlying structural problems. 
But in Japan, these structural 
faults have built up to a such 
point that they could pose seri- 
ous problems for Asia and fee 
rest of the world. 

European governments reject 
this parallel. They insist their 
currency will remain strong, 
underpinned by sound monetary 
policies. Just as important. Emu 
will promote structural reforms. 

For the time being, the world 
accepts European promises on 
good faith. But the arguments 
between France and tbe rest 
about who should be president of 
the European Central Bank have 
tested this assumption; if Europe 
breaks its promises and tbe ECB 
falls under tbe spell of politi- 
cians. there will be trouble. 

So much for Emu's passible 
economic effects. There is a sepa- 
rate debate taking shape in fee 
US about its likely political con- 
sequences. As more Americans 
bave woken up to fee project, 
many bave crane to tbe conclu- 
sion that Emu will be bad news 
for the US. 

Part of this concern is a famil- 
iar hostility among some US con- 
servatives to the EU, which they 
have always regarded as an unre- 
liable partner. But the imminent 
arrival of fee euro has broadened 
the base of those expressing 
doubts. The most forthright con- 
tribution so far was that of Mar- 
tin Feldstein, one of the country's 
most respected economists and 
chairman of former President 
Ronald Reagan’s Council of Eco- 
nomic Advisers. Mr Feldstein 
argued last November, In an 
article in Foreign Affairs, that 
Emu represented a step too far 
far European integration; feat 
fee economic strains it would 
produce in Europe would lead to 
serious political unrest - even 
war. 

“If Emu does come into exis- 
tence, it will change tbe political 
character of Europe in ways that 
could lead to conflicts in Europe 
and confrontations wife fee 
United States,” he wrote. 

Though these views are not 
widely shared, there is a growing 
belief that Emu represents a 
watershed for transatlantic rela- 
tions. As with the economists, 
tbe foreign policymakers gener- 
ally believe that, if Emu works 
well, the gains from closer Into- 
gration will suit tbe rest of the 
world too. But tbe unspoken fear 
is that, if it does not succeed, the 
stakes will have been raised con- 
siderably higher. 


100 years ago 

Shooting In Madrid Streets 
Paris, 4to May. “The New York 
Herald” (Paris edition) publishes 
the following item from its 
Gibraltar Correspondent today: - 
“Advices received here from an 
official source state that the 
situation In Madrid is 
exceedingly serious. Not only is 
the town in a state of siege, but 
rioting is going on, and gun 
shots have been fired In the 
streets. The Cartels are 

extraordinarily active, and are 
writing and distributing 
everywhere circulars inciting to 
revolution" 

50 years ago 

Television In The U.S. 
Television is probably the 
fastest-growing industry In toe 
U.S. to-day. At the end of the 
: war there were about 10,000 
receiving sets In the U.S. An 
I estimated 300,000 sets are now 
! in the hands of the public. 
Manufacturers predict that by 
the raid of 1949 there will be 
200 stations in 75 cities 
broadcasting to 2,000,000 sets. 
In 1946 only eight stations were 
broadcasting television. The 
number Is now 23. Twenty- nine 
manufacturers, large and small, 
are now making television sets. 
A year ago there were about 40 
advertisers using television. The 
number is now 200. 
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Emu flies 


And so. after all the sound and fury of the 
weekend euro summit - nothing. The cur- 
rency mar kets have rightly concluded 
that the people chosen to manage the 
euro are tough-minded central bankers, 
however farcical the horse- trading that 
led to their appointments. IT anything, the 
new euro bankers may seek to demon- 
strate their independence via an early rise 
in interest rates. 

Meanwhile, the great European bull 
market is charging ahead relentlessly, in 
part on the theory that the single cur- 
rency will pep up performance. Viewed 
from Europe, that would be a virtually 
unmitigated blessing. US attitudes are 
more ambivalent 

Most international US businesses see 
euroland both as an attractive market- 
place for their products and a promising 
hunting ground for acquisitions. Given 
their size and experience in dealing with 
an Integrated, competitive home market, 
many feel they have an edge over conti- 
nental rivals still thinking in national 
terms. The aggressive European expan- 
sion of Wall Street's investment banks 
shows this thinking at work. 

US fund managers similarly hold out 
hopes of domination - and oat just based 
on size. Their credit analysis skills will 
give them an advantage as Europe's cor- 
porate and high-yield bond markets take 
off. And in equities, their familiarity with 
takeovers and corporate governance 
should prove valuable. 

But every opportunity carries a threat 
within it. A successful euro will challenge 
the dollar’s reserve currency status. A 
more powerful Europe will eventually 
start to throw its political weight around. 
And corporate restructuring could create 
industrial and financial giants to rival 
those produced by the US merger boom. 
Americans will be wishing the euro suc- 
cess, but perhaps not too much of it 

Fortis/Generale de Banque 

It is not surprising that G6n6rale de 
Banque's management is showing some 
recalcitrance as Fortis, the Belgo-Dutch 
financial services group, bears down on it 
Not so long ago it harboured ambitions to 
form a Grande Banque Beige with Banque 
Bruxelles Lambert - that was scuppered 
by an ING takeover. Then its 
international ambitions were clipped 


Fartis/66n6rain de Banque 
Share mtesrsMtw to B&Hutex 



1996 


1997 1996 


when it withdrew from the bidding for the 
French hank CIC. Its biggest shareholder. 
Saddle Generate de Belgique, sees more 
value in a cost-saving domestic merger - 
notably with Fortis, in which it also has a 
stake. 

So what is Generate de Banque holding 
out for? It would be nice to think it w as 
the highest price for its shareholders, 
even though they will not all share the 
same priorities. 5GB, for instance, would 
probably be content to take Fortis paper 
on undemanding terms for the bidder. It 
sees the upside coming lata* via a stake in 
the merged group. But the concern must 
be that Gendrale de Banque’s directors 
want to keep autonomy for its own sake, 
guarding their jobs. Fortis. with its supe- 
rior performance, should be careftal about 
making concessions on this front. To 
make the most of a merger. It needs to be 
able to impose itself. 

PowerGen/Houston 

PowerGen’s Ed W allis seems obsessed 
with she. Not for the first time, the chair- 
man of the British generator is on the 
prowl. His planned acquisition of 
Midlands Electricity was blocked by the 
UK competition authorities, while tails 
with Cinergy of the US fizzled. This time, 
a no-premium all-share merger with Hous- 
ton Industries, also of the US, is In his 
sights. 

A merger of equals at least means 
money would not be wasted on buying 
control. That is good because, as with 
other transatlantic energy deals, it is hard 


to see where value would be created. 
There Is certainly little scope for cost 
cutting. The best that can be said Is that 
PowerGen could teach Houston a thing or 
two about deregulation, while the Texan 
company's experience in retail distribu- 
tion could came in handy as the two pur- 
sued opportunities in third markets. Set 
against such thin pickings, there would be 
risks - not least a possible power struggle 
and the tricky question of whether a 
merged group could maintain, its position 
in blue-chip indices an both sides of the 
Atlantic. With luck, PowerGen will walk 
away from the talks If these issues cannot 
be resolved. 

There is always the chance that another 
name - say PacifiCorp, which was disap- 
pointed in last week’s auction for 
Britain’s Energy Group - may enter the 
fray. But given that the smaller Energy 
Group was a financial stretch for Pactfi- 
Corp, investors should not hold their 
breath. 

Dana/Echlin 

Dana makes parts far the insides of 
engines; Echlin makBR bits that go on the 
outside. So Dana's $3.6tm bid for Echlin. 
another instance of car parts consolida- 
tion, looks sensible enough. 

There is a twist to this one, however. 
Dana is riding to the rescue of Echlin, 
which has been fighting a hostile SSbn bid 
from SPX. The interesting part is that 
though Dana expects cost savings and 
benefits of only $20Qm by 2000, against the 
$30Qm projected by SPX, It la prepared to 
offer nearly a fifth more for Echlin Part 
of that may be justifiable; RehHn fulfils 
Dana’s long-standing ambition to get big 
in automotive spare parts - a higher mar - 
gin. less cyclical business than supplying 
the big car makers directly. And it Is 
questionable whether SPX, which is much 
smaller and not even in car parts - it 
makes tools and testing equipment for the 
motor industry - could really extract all 
the promised savings. 

T hat makps this an easy ch o ice for Ech- 
Iin’s shareholders. But Dana* might like 
to ask whether Echlin. a poor performer 
in recent years, is worth over 20 times 
estimated 1998 earnings. And gutsy little 
SPX deserves some credit for breaching 
Echlln’s takeover defences in the first 
place. 
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Europe today 

Northern and eastern Scandinavia 
wBI be mainly fine with sunny 
spells, but southern and western 
areas of Norway aid Denmark will 
be unsettled with showers. The 
Baltic countries and western Rus- 
sia wH be wet Further south from 
Poland Through to Atoania wflJ have 
a mix of sunshine and thundery 
showers. Much of western and 
centr a l Europe wiB be dry with 
sunny periods. The Mediterranean 
win be largely dry and sunny, but 
so me heavy showers will breakout 
over the Adriatic coast of south- 
eastern Italy. 

Five-day forecast 

Scandinavia wffi become unsettled 
by midweek. High pressure win 
buDd over the west Mediterranean 
and this wflf ridge across much of 
western and central Europe 
bringing a lot of fine and mainly 
sunny weather far the rest of the 
week. The east Mediterranean wOl 
become unsettled with thunder. 
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Computer bomb alert as 
Dow nears 10,000 mark 

Software could fail to cope with five-dlgft figure, says IT consultant 



at ' 


By Paul Taylor fn London 


Computers at banks and other 
financial services companies could 
be disrupted if the Dow Jones Indus- 
trial Average tops 10,000, warn 
industry analysts. 

Much of the computer software 
written for financial organisations 
that trade and track the US 
blue-chip index can deal only with 
four-digit Dow figures, it was not 
designed to cope with the extended 
bull market rally on Wall Street or 
the growth of computerised trading, 
said Gartner group, the computer 
consultants. 

Many banks and Rwanmai services 
companies are already struggling to 
cope with the Year 2000 problem, 
which threatens to disrupt comput- 
ers at the end of next year because 
they will not recognise the date. 

When the Dow moves into five dig- 
its, some systems win misinterpret 
the 10,000 figure. 

The Dow took 15 years to move 
from 1,000 to 2,000 and closed above 
9.000 for the first time an April 6 this 
year. The index yesterday reached 


9.212 hi early trading. 

“Trading organisations face poten- 
tial massive exposure if the DJIA 
passes 20.000 and their systems 
interpret It as 1.000 or 0.000,” says 
Andy Kyte, the Gartner Group con- 
sultant who has highlighted the new 
risk. 

“Computer-based trading systems 
could in t e rpre t the 10,000 event as a 
catastrophic crash.” said Mr Kyte. 
This could prompt computers to 
launch programs that would auto- 
matically sell their portfolios, or 

malf»» mtabifcea on their cplrartatifins. 

“This is a real and present threat," 
he said. 

There was little evidence that soft- 
ware developers inside financial 
institutions had even begun to 
assess the risk, Mr Kyte said. 

“Application development teams 
in financial services organisations 
already face tremendous pressure,’* 
he said. 

“They have to deal with the loom- 
ing year 2000, many are grappling 
with the euro, and decimalisation of 
securities’ prices is just over the 
horizon. At the time trading 


floors are demanding fasts- systems, 
new data feeds and analysis tods," 

Mr Kyte said one large mnlttaa- 
Uonal bank has had to divert IT staff 
away from millennium compliance 
work because of the new problem. 
However, according to ZDNews, foe 
web-based IT news services, most 
-banks are either unaware of she 
problem, or unwilling to comment 
•’on tt ... 

Mr. Kyte said that although - the 
year 2000 problem was an immov- 
able-deadline. at least there had 
been dear wanting and a schedule 
to deal with It, 

"Nobody knows when the Dow 
Jones Industrial Average will hit 
10,00ft however, one thing is clear, 
many fT systems cannot take the 
average beyond 10,000,” he said. 

He advised banks and other organ- 
isations that use stock exchange 
data to set up a crisis management 
team immediately to identify 
whether they were vulnerable to the 
DJIA 10,000 problem. \ 

“Teams should behave as though 
the barrier could be breached tomor- 
row," said Mr Kyte. 



Big price hikes in Indonesia 
raise risk of further unrest 


gy Sander Thoeoes ■> Jakarta 

President Suharto risked another 
bout of pnbhc unrest by sharply rais- 
ing fuel, transport and electricity 
prices yesterday as part of Indones- 
ia’s reform pledges to the Interna- 
tional Monetary Fund. 

The price rises coincided with con- 
tinuing student protests and the 
strongest warning so far from the 
army of reprisals against 
demonstrators. 

General Wiranto, the powerful 
defence minister and chief of the 
armed forces, ordered his command- 
ers to take “stem action" if students 
moved their protests off campus. 

“There is proof that if students go 
out of the campus, the protests 
become uncontrollable,'’ he said. 

The price rises were announced as 
the IMF prepared to approve a fur- 
ther $3bn loan tranche to Indonesia, 
to be disbursed in monthly instal- 
ments of $lbn each. 

This will end a six-week delay 
after Indonesia’s failure to Imple- 


ment reforms earlier. It also opens 
the way far the release of billions of 
dollars of short-term help from the 
World Bank, Asian Development 
Bank and bilateral donors. 

The price rises are likely to add 
force to the students' campaign, 
whose slogan has been: “Down with 
prices, down with Suharto." 

Thousands of cars lined up at pet- 
rol stations, clogging Jakarta’s cen- 
tre. minutes after officials 
anno unced the inc r e as es. 

Petrol prices were to rise by 71 per 
cent at midnight, diesel by 58 per 
cent, and paraffin used by the poor 
in stoves and lamps, by 25 per cent 
Electricity rates will be increased by 
20 per emit on average later this 
month. 

The rises will help reduce the bur- 
den an the budget of fuel subsidies, 
estimated at Rpi^OObn i$l52m) a 
month and due to be phased out 
under the agreement with the 
IMF. 

Train fares almost doubled as of 
today and bus fares rose by two- 


thirds, outweighing efforts to limit 
the impact of fuel price rises for the 
poor. 

At Rpl,200 a litre, petrol ts still 
well below world prices, but drivers 
of bicycle, scooter and motor taxis 
said the rise would wipe out two- 
thirds or more of their naming*; . 

Many buses have already ceased 
operations, unable to afford spare 
parts, which are mostly Imported. 
Hundreds of cab drivers have 
returned their cars because most 
customers had switched to- buses 
and trains to economise. . 

Syahrir, a prominent economist, 
estimated the increases would boost 
annual inflation by up to 3 per cent, 
but that excluded the indirect 
impact on other goods, which he 
expected to be stronger. 

The last round of big price rises 
sparked riots. 

The expected release of the IMF 
credit failed to boost the rupiah or 
the stock market yesterday, as Inves- 
tors worried about the effect of thB 
price rises on political stability. 
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INSIDE 

Wall Street pushes Euro bourses up 

European shares sped ahead. They were spurred 
on not by Euro summit relief, but by a Strong Dow 
Jones, up more than 300 points between the ckw e 
of trading last Wednesday and the end of Euro- 
pean trading yesterday. Record highs were 
achieved in some peripheral centres. Page 46 

Mexican rock promoter heads south 

Last month Alejandro 
Sobertin’s Corporation 
Interamarfcana de Entre- 
tenimlento company 
helped take The Rtifing 
Stones, fronted by Mick 
Jagger (left), to Brazil, 
where concerts had 
been notoriously sham- 
bolic. Analysts say C1E 
is joining the “big 
league" of Mexican 
groups that are reaching 
into South America fn the search for fresh markets. 

. Last Friday CiE launched a share issue to help 
finance this expansion. Page 26 

Seoul falls 3.6% after rioting 

South Korea's Kospi index ended down 3.6 per 
cent after civil unrest and fears over the heavy 
stream of share offerings due over the next few 
months damaged sentiment Seoul's bourse 
retreated 14.73 to 391.80 after last week's unem- 
ployment data, which hK a 12-yaar high, caused a 
weekend of rioting. Page 46 

African oil finds to pose problems 

Recent oil discoveries off west Africa have con- 
firmed the region’s potential as a leading oil- 
producing area Three finds off Angola accounted 
tor 94 per cent of the reserves found last year, 
according to a report by Wood Mackenzie, the 
Edinburgh-based consultants- But exploiting the 
finds will pose real technical challenges. Page 32 

Hongkong Telecom advances 11.6% 

Hongkong Telecom, the territory’s dominant car- 
rier, posted an 11.6 per cent rise in net profits to 
HK9l2.47bn (US$1 .6bn) before exceptional items 
for the year to March 31. This was in line with 
expectations, but the company surprised analysts 
by taking a HK$2bn charge against write-offs of 
obsolete equipment Page 29 

Commerzbank doubtful on Euro links 

Speculation of a round of European bank mergers 
has abounded since the wave of mega-mergers on 
the US banking scene. But not all are convinced 
this win happen. Martin Kohlheussen, chairman of 
Commerzbank of Germany, said the US scene 
was not a blueprint for Europe. Page 24 

Corporate Canada fills issuance gap 

Canadian Investors are facing a shortage of gov- 
ernment bonds. Most of the provinces have put 
ther fiscal houses in order. Thus, for the first time 
since the early 1970s, the net issuance of afl new 
Canadian government bonds will be near-zero, 
meaning almost no real rise in government debt 
coming to the markets. Page 38 
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PARTS SHORTAGE IS BLAMED AS LOSS-MAKING SWEDISH GROUP FALLS VICTIM TO DANISH STRIKE 


Saab forced to halt car output 


By Tim Bart bi Stockholm 


Saab, the loss-making Swedish 
automotive group, yesterday 
halted car production after 
running out of essential com- 
ponents from strike-bound 
Danish plants. 

The company. 50 per cent 
owned by General Motors of 
the US, became the latest cor- 
porate victim of Denmark’s 
week-old national strike after 
exhausting supplies of engine 
mountings made by Metallic, 
the Danish engineering group. 

Assembly of Saab’s 95 and 93 
saloons was halted last ni g ht, 


and its press, body panel and 
paint shops wore to shut down 
l atpr today. 

Senior officials described the 
shutdown as a serious blow for 
Saab, which hoped to return to 
profit later this year following 
almost a decade of successive 
losses. “It is very bad news. 
This is the year we were sup- 
posed to turn round and show 
a profit in' the fourth quarter,” 
said Olle Axelson, Saab’s head 
of information. 

Since 3989, when GM 
acquired its stake in Saab from 
Investor, the main investment 
vehicle of Sweden's Wallen- 


berg business empire, the car 
maker has accumulated losses 
of SKrlSbn (fUSbn). 

Saab yesterday declined to 
estimate the financial impact 
of the shutdown, but industry 
. analysts put the cost at more 
than SKrl30m a day. 

The production shutdown, 
affecting 3L500 car workers at 
Saab’s main TroUhSttan plant 
in southern Sweden, is expec- 
ted to lead to the closure of its 
engine plant in Sfldertaije near 
Stockholm and its Gothenburg 
transmissions factory. 

Assembly of Saab's convert- 
ible models in Finland will 


also cease once current engine 
stocks are used up. 

In all, same 4,250 employees 
will be forced to stop work and 
Saab warned that many could 
be laid off by the end of this 
week. 

In Denmark, meanwhile, 
union leaders and employers 
said they had failed to resolve 
differences over the terms of a 
new two-year wage deal and 
warned the strike could drag 
on for several days. 

Volvo, Saab's main Swedish 
rival, yesterday said produc- 
tion schedules at some of its 
plants in Sweden and the 


Netherlands could be 
adversely affected by the Dan- 
ish strike, although it did not 
expect to halt assembly of any 
models. 

Saab also warned that many 
of its component suppliers 
would suffer following its deci- 
sion to halt production. 

Some industry analysts said 
a prolonged stoppage and 
mounting costs could affect 
the possible timing of the put 
and call arrangement between 
GM and Investor, which has 
the right to seD all or part of 
its re maining 50 per cent stake 
in Saab to GM next year. 


Stretched 
Farah 
agrees to 
$93m sale 

By Richard Tomkins in New York 


Farah, the US clothing company 
whose stretch trousers found 
fame in the 1970s movie 
Saturday Night Fever, has 
agreed to a $03m takeover by 
Tropical Sportswear 
International, a US maker of 
own-iabel casual clothes. 

Farah 's polyester slacks have 
traditionally been marketed for 
their wrinkle-free, stain-resistant, 
easy-care qualities. But to the 
UK, they have become a fashion 
Item after being adopted for the 
■“nerd” look by some pop stars. 

The trend has not extended to 
the US, where Farah has 
D censed Its brand name 
exclusively to the Wal-Mart 
Stores discount store chain. In 
Its domestic market, Farah's 
most important brand is Savane, 
the biggest selling brand in 
cotton trousers after Levi 
Strauss. 

Farah; based in H Paso, 
Texas, has been struggling - 
against tough competition. In 
the year to November 2 . It made 
net profits of just $270,000 on 
revenues of $77m. 

Tropica) Sportswear, which 
has agreed to buy Farah for $9 
a share In cash. Is less wen 
known because most of its 
clothes are sold under 
department stores' own names. 
In the six months to April 4 it 
made net profits of $4.Bm on 
sales of$82m. ' 



Tropical taste: John Travolta in Saturday Night Fever 


Picture; AP 


Lafarge to sell Texan unit 


By Jonathan Ford 


Lafarge, the French b uilding 
materials group, has launched 
a FFr4bn ($650m) disposal 
programme to finance its 
expansion in emerging 
markets. 

The group has put up fix- 
sale the Texas-based US aggre- 
gates business it acquired last 
December as part of its £L8bn 

($3bn) takeover of Redland. the 
UK tiles and aggregates com- 
pany. The disposal could fetch 
about $2S0m. 

Lafarge, which recently 
raised FFr3bn through a share 
issue, said it aimed to spend 
FFrl5bn on acquisitions in 
emerging economies. 

Bertrand Collomb. chair- 
man, said: “Our focus over tbe 
next two years will be to take 
opportunities to develop busi- 
nesses in newly industrialised 
economies." 

Lafarge is seeking acquisi- 
tions in Asia, where a number 


of cement manufacturers have 
come up for sale following last 
year’s financial turmoil in the 
region. 

“We are looking, at several 
deals at the moment and I 
hope that we will see some of 
them come through over the 
next six months,” Mr Collomb 
said. 

' He said owners were reluc- 
tant to sell at current low 
valuations and Lafarge would 
be willing to go into joint ven- 
tures as a prelude to acquisi- 
tion as long as tt had strong 
“ mana g em ent Influence'*. 

Lafarge is also interested in 
making acquisitions In tbe 
Middle East and South 
America. 

The Texan aggregates busi- 
ness bag sales of around $200m 
- about a quarter of the 5800 m 
total sales generated last year 
by Redland’s US aggregates 
division. Lafarge ■ has already 
received expressions of 
interest in the business from a 


number of US and UK groups. 
It intends to retain the rest of 
Redland 's North American 
aggregates interests, based in 
Canada, Colorado and 
Maryland. 

Mr Collomb said the integra- 
tion of the Redland business 
was proceeding well and would 
be completed by mid- June. 
Lafarge is closing the UK head 
office of Redland in Surrey, 
with the loss of about 100 jobs. 
But it plans to main all of 
Redland’s other UK busi- 
nesses. 

In France, Lafarge has inte- 
grated Redland's aggregate 
business with its existing 
interests. Mr Collomb said the 
process would result in cost 
savings in production and dis- 
tribution of between FFr250m 
and FFr300m a year by 1999. 

Lafarge issues its first quar- 
ter sales figures this week. Mr 
Collomb said the group had 
performed well, helped by tbe 
mild winter. 


Dana in rival bid for Echlin 


By HBddTtft In Chicago 


Dana Corporation, the US 
automotive components manu- 
facturer, yesterday emerged as 
a “white knight” bidder for 
Echlin, the car parts maker 
which has been fighting a $3bn 
<£i.7bn) unwanted takeover 
offer from Michigan’s SPX 
group for the past three 
months. 

A merger would be one of 
the largest between compo- 
nents makers in a wave of con- 
solidation driven by vehicle 
manufacturers’ .desire to 
rationalise suppliers and to 
source an a global basis; 

Dana 'said it- would offer 
0.9293 of its own shares for 
each R chlin share ; valuing the 
company at about SLSbn. a afl 
take on about SS7Qm of debt A 
rival cas h-anfl-sharea offer 
from SPX. had 1>eeh vigorously 
contested "by Editih. 

Wall. Street had speculated 


that a new bidder would enter 
the fray, and Dana had been 
mentioned as a strong possibil- 
ity. Echlin shares Jumped $4 Vi 
to $52 fc, while Dana's stock 
slipped by Slfi to S57VL SPX. 
which said it was “evaluating 
the situation and looking at all 
our options”, rose $3K to $76. 

Dana claimed the merger, 
which has the support of Ech- 
lin's board, would give it much 
stronger presence globally in 
the automotive after-market, 
while its own existing empha- 
sis on original equipment man- 
ufacturing and . supply could 
help , boost Echlin's sales in 
this segment 

Tbe deal would give Dana 
additional product lines - in 
brakes and engine fluid prod- 
ucts - and the merged com- 
pany would have amirra! sales 
of about $13bn. 

Last year turnover at Dana, 
which is particularly strong in 
areas such as axles, structural 


components and engine com- 
ponents, was just over $8bn. 

Southwood Mdrcott, Dana’s 
chairman, said his company 
had considered the benefits of 
a deal with Echlin for years, 
but moved when the SPX offer 
put Echlin, based in Connecti- 
cut, in play, 

The deal was finally struck 
on Sunday night. “We've 
talked for a long time... I've 
got a huge file on them,” he 
said yesterday. 

The deal comes after a 
period of considerable internal 
restructuring by Dana - much 
of it through smaller deals. 

The combined company 
would employ just under 
80,000 people initially, and 
expect to shed about L500 jobs- 
Dana, based in Toledo, Ohio, 
said it saw the deal enhancing 
earnings in the first frill year 
after the merger. 
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Hoechst looks at 
public offering for 
chemicals groups 


By Graham Bowiey m Frankf ort 


Restructuring at Hoechst 
gathered pace yesterday when 
the German chemicals and 
pharmaceuticals group said it 
was considering floating two 
businesses with combined 
sales exceeding DMlObn 

<*5.4bn). 

Hoechst said it was looking 
at plans for a public offering of 
Celanese, its organic basic 
chemicals business, and 
Ticona, the technical polymers 
unit, as one company. 

The unexpected announce- 
ment will relieve investors 
who have urged Jflrgen Dor- 
mann, chief executive, to 
speed np the pace of disposals. 

Hoechst is transforming 
from chemicals giant to a com- 
pany focused on life sciences. 
But financial markets had 
become uneasy that the pace 
of restructuring was slowing. 

There have also been fears 
that Hoechst Marion Roussel, 
the pharmaceuticals division 
that Is now Hoechst’s main 
business, might be falling 
behind internationally. In Jan- 
uary, HMR disappointed mar- 
kets after announcing profits 
this year would be burdened 
by a further DM700m in 
restructuring charges. 

Klans-JOrgen Schmieder, 
chief financial officer, said: 
“We have not made the deci- 
sion to do it yet, but a public 
offering is a very attractive 
option and we are prepar- 
ing... There is no decision yet 
on how much will be floated or 
where or when." 


The financial effect of 
Hoechst's restructuring was 
evident yesterday when the 
group reported that operating 
profits fell 14 per cent to 
DM888m in the first quarter. 
Sales declined 17 per cent to 
DMll.Sbn. 

Hoechst said the disposal of 
businesses since last year 
accounted for the entire drop 
In sales. Correcting for the 
changes to the group's struc- 
ture, sales increased 3 per 
cent Pre-tax profit rose 6 per 
cent to DM849m. 

Hoechst also announced that 
it had completed the sale of its 
European textile fibres busi- 
ness to a company controlled 
by Indonesia's Multikarsa 
Group. 

It forecast that operating 
profits Far 1998 would he about 
the same as last year. Sales 
this year would be in tbe “low 
DM40bn range", although this 
depended on which businesses 
were sold, Mr Schmieder said. 

Operating profits at HMR 
fell 63 per cent in the first 
quarter. On a comparable 
basis, the decline was 19 per 
cent. It took a DM21 9m 
restructuring charge in the 
first quarter. 

The Asian crisis hit trading 
at Celanese in the first three 
months. Tbe crisis was the big- 
gest cause of the 10 per cent 
decline in the division's oper- 
ating profits, because of lower 
demand and weaker prices. 

Trevira. tbe polyesters divi- 
sion, was boosted by the Asian 
crisis as it caused a sharp drop 
in raw material prices. 


Pressure 
mounts on 
Generate 
to link up 
with Fortis 

By NaB Bocfdey hi Brussels 


Pressure was mounting last 
night on G&terale de Banque, 
Belgium’s biggest hank, to 
agree to a merger with Fortis 
after its biggest shareholder 
made clear It wanted to sell its 
stake to the Belgo-Dutch finan- 
cial group. 

A statement confirming the 
dominant shareholder's inten- 
tion came after a Generate de 
Banque board meeting 
revealed continuing splits over 
the merits of a merger. 

The bank's management has 
concerns about the proposals, 
which would create a banc- 
assurance giant that would be 
one of Europe's top 10 banks. 

Societe Generate de Bel- 
gique, which bas a 29.7 per 
cent stake, and other main 
shareholders Mutuelle Solvay 
(3 per cent) and Union Finan- 
cier? Boel (0.5 per cent), had 
the “expressed intention" or 
handing over their stakes in a 
share swap with Fortis, the 
statement said. It added that 
all 28 board members agreed 
the move would not affect the 
bank's “financial strength". 

But while nine directors rep- 
resenting the main sharehold- 
ers said it would not affect the 
bank's autonomy, eight more - 
the bank's management com- 
mittee - said that it would 
“affect the bank's operating 
stability and autonomy". 

Eleven independent direc- 
tors said the Fortis project was 
“worthy of further consider- 
ation", but they bad insuffi- 
cient information. They con- 
cluded it would be “pre- 
mature" to decide yesterday 
whether the merger would 
“guarantee the harmonious, 
autonomous and stable devel- 
opment” of the bank. 

Since the sale of the main 
shareholders’ combined 33.2 
per cent stake in G6n6rale de 
Banque to Fortis would consti- 
tute a change of control, Fortis 
would be forced to make a full 
bid. Fortis hopes to make an 
agreed rather than a hostile 
bid but it was not clear last 
night whether the former 
option was still possible. 

Generate de Banque insisted 
that “all options were open”. 
But the board’s advice was 
being passed to Belgium’s 
Ranking and Finance Commis- 
sion, the financial regulator, 
which must rule on the admis- 
sibility of deals that would 
involve the change of control 
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Christiania bids NKrl9bn for Storebrand 


By Etag Mdvor is Stockholm 


Moves to restructure 
Norway's fragmented finan- 
cial services industry inten- 
sified yesterday when Chris- 
tiania Bank, the country's 
second largest bank, 
launched a NKrigbn ($2_6bn) 
bid for Storebrand, Norway's 
biggest insurer. 

The offer - immediately 
rejected by Storebrand as 
insufficient - is the second 
attempt to bring the two 
companies together, follow- 
ing the rejection by Store- 


brand shareholders of a pro- 
posed merger last Jane. 

Storebrand said it would 
not countenance a bid of less 
than two Christiania shares 
for each Storebrand share - 
the terms of last year’s 
merger. 

Christiania has offered 1.92 
shares for each Storebrand 
share, based on last Thurs- 
day’s closing prices. It 
insisted it would not raise 
the bid, adding that a 
merger was "a good indus- 
trial alternative*'. 

Storebrand hinted it 


wanted more time, stressing 
It bad not completed -a stra- 
tegic review in the wake of 
the foiled tie-up. “We are 
considering all available 
alternatives . . cand have not 
come so for with that pro- 
cess that it would be natural 
to sign a letter of intent with 
Christiania,” it said. 

However. ’ analysts 
suggested Storebrand - 
which initiated last year's 
talks - might be persuaded 
to accept were Christiania to 
increase the exchange ratio 
to 2:1 and relax demands 


about the allocation of 
senior management jobs. - 

They said a deal would 
spur much-needed consolida- 
tion of Norway's financial 
sector, which suffers from 
overcapacity. 

Per Bavlo, banking analyst 
at Terra Fonds in Oslo, said: 
“Both companies need to sell 
more services through their 
branch networks. By merg- 
ing they could reduce the 
number of branches and sell 
more products." 

Storebrand's common 
stock rose NKz4£0 to NKrTO 


and Christiania shares 
advanced NKrO.50 to 
NKr34.70- 

A tie-up would create Nor- 
way's largest financial ser- 
vices group, overtaking Den 
norske Bank! as market 
leader. Storebrand has a 
stock market value of about 
NKrlSbn. against NErl9J23m 
for Christiania^ 

Last year’s merger attempt 
collapsed after Storebrand’s 
management foiled to win 
backing from a group of 
minority shareholders led by 
Kjell Inge Rokke, the Norwe- 


gian fishing entrepreneur. 

Analysts suggested that a 
4? per cent rise’ in Store- 
brand's share price, since last 
June had improved chances 
for shareholder consensus 
over a tie-up this time. 

Meanwhile, Christiania’s 
bid is set to reignite specula- 
tion of further restructuring 
in the sector. Sparebanken 
NOR. a savings bank, and 

Qjensidige. Norway’s second 
largest insurer, announced 
last month a for-reaching 
co-ordination of their bust- 


Bank sees no rush to merge 


By Andrew Rsher in Frankfort 


European bankers and 
analysts have been dazzled 
by the wave of mega-merg- 
ers on the US banking scene, 
prompting widespread specu- 
lation about similar moves 
in Europe. But not all are 
convinced this will happen - 
at least, not vet. 

Among the sceptics Is Mar- 
tin Kohlhaussen, chairman 
of Commerzbank of Ger- 
many. itself the subject of 
takeover speculation over 
the past year. 

Speaking to the Financial 
Times, he said he did not 
believe European banks 
would indulge in cross-bor- 
der mergers following the 
deals in the US. “The US 
mergers are not a blueprint 
[for Europe] - not at this 
stage." However, be said 
that when European tax. 
social security and political 
systems had moved closer 
together, “cross-border activ- 
ities might be very worth- 
while". 

There was “no urgent 
need" for European banks to 
follow the US merger trend, 
he said. US banks operated 
in the world’s largest econ- 
omy but mostly had very 
regional activities. “So it’s a 
rather logical development 
in today's world that US 
HawTring is becoming nation- 
wide In the true sense.” 

He added: ”1 do not believe 
that cross-border mergers in 
Europe would offer any addi- 
tional benefits to clients.” 
Capital market activities 


could be covered by existing 
banks, especially with the 
euro's arrival next year. 

Zu retail banking, differ- 
ences between countries' tax 
and other regulations meant 
this was not really a cross- 
border activity. The change 
would come as electronic 
banking developed, not 
through the expansion of 
branch networks across dif- 
ferent countries. 

While some analysts agree 
that cross-border mergers in 
Europe are not imminent, 
they expect Anther consoli- 
dation within countries. 
They also believe that Com- 
merzbank, which is smaller 
than its rivals Deutsche 
Bank and Dresdner Bank, 
needs to Unk with another 
German or foreign bank, 
saying it does not have a dis- 
tinctive enough strategy to 
survive alone. 

Mr Kohlhaussen maintains 
the hank mn remain inde- 
pendent, especially with a 
market capitalisation of 
more than DM28bn ($i5.7bn). 

He said the pattern of 
banking was changing as 
companies relied more on 
capital markets and less on 
bank loans for raising 
money. This explained Com- 
merzbank’s push into invest- 
ment hanking “Since com- 
mercial banking is becoming 
securitised, we have to be a 
player in investment bank- 
ing." 

The emphasis would be on 
client-related business 
rather than trading on the 
bank's own account. The 



BRE wins bid 
battle for 
Polish bank 


By Christopher Bobmstd 
hi Warsaw 


Martin KoMhaussen: US bank i 


i not a blueprint for Euupe 


bank needed to offer Invest- 
ment hanking services and 
products to its corporate and 
institutional clients. “Invest- 
ment banking is vital to 
keep our commercial base.” 

Countering scepticism 
whether Commerzbank 
could meet the profits goal 
set for investment banking, 
he admitted it was “ambi- 
tious” but achievable. 

The bank recently said it 
aimed for a 305 per cent net 
return on . equity in the 
Investment hanking in 2000. 
Its target for the group is 15 
per cent against 9.9 per cent 
in 1997. 


Mr Kohlhaussen said Com- 
merzbank did not seek to 
build a big investment bank- 
ing division with the aim of 
earning money later, but to 
develop its global equities 
business gradually. “We 
make good money * he said 
of the growing operation. 

Global bonds, in which the 
bank is already established, 
and new share issues are 
also part of its investment 
banking activities. But the 
hank did not aim to be a 
lea d er in the highly competi- 
tive mergers and acquisi- 
tions business. “This is not 
at the top of pur list'' 


Poland's Export Devel- 
opment Bank (BRE) yester- 
day won control of Pplish 
Development Bank (PBR) 
after Sweden’s SE-Banken 
pulled out of the race and 
the state treasury offered Its 
29 per cent stake. 

SE-Banken said late yes- 
terday it would let its offer 
of 28 zlotys a share for the 
Polish hank expire. How- 
ever. earlier In the day it 
indicated ft was ready to pay 
more than the 2&5 zlotys a 
share offered by BRE, which 
is 48 per cent owned by Com- 
merzbank, of Germany. 

The Swedish group’s with- 
drawal came after Pow- 
szechny Bank Kredytowy 

(PBK) announced it had 
decided to sell its <EL9 per 
cent stake in PBR to BRE, In 
effect sealing the deal. \ 

The treasury later also 
tendered its stake after it ■ 
became clear SE-Banken 
could not win control 

BRE's offer values PBR at 
$H7tn, and represents a 27 
per cent increase on its 
original offer of 22.5 zlotys a 
share. 

Trading in BRE and PBR 
was suspended on the War- 
saw bourse yesterday. 

/ On Friday, PBR was trad- 


ing at 2&5 zlotys, a 43 per 
cent premium to the market 
price at the time of BRE’s 
original bid. 

BRE already had Citi- 
bank’s 7 per cent state and 
yesterday secured a commit- 
ment from the state-owned 
Industrial Development 
Agency that it would sell its 
15 per cent PBR holding. 

The decision by PBK, 
which was privatised last 
year, left the state undecided 
on whether to accept BRE's 
offer or look to SE-Banken. 

Under Polish stock 
exchange rules, SE-Banken 
had to wait until May 12 
before it could publicly make 
a new offer. 

SE-Banken ’s latest move 
follows a diplomatic cam- 
paign by the Swedish gov- 
ernment as part of an invest- 
ment drive in Poland. 

Pressure from Sweden left 
the Polish treas ury with’ the 
dilemma of supporting the 
entry of a new foreign bank 
into the country or backing 
a merger of banks, with for- 
eign shareholders, already 
: established In Poland. / 

; BRE, which is planning a 
new share Issue worth about 
2100m .to pay for PBR, is 
looking to build its stock- 
fcraklng’ and investment 
banking operations through 
the acquisition. 


TWs announcement appears as a matter of record only. 
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Five bidders are competing 
to buy the corrugated card- 
board operations of KNP, the 
Dutch packaging group, in a 
deal estimated to be worth 
about FI 3bn ($15bn). 

Three of the bids come 
from ~ financial investors, 
confirming the fierce compe- 
tition that exists in the ven- 
ture capital industry for 
large European deals. 

Two of these are from UK 
venture capital groups: Can- 
dover and a consortium com- 
prising CVC and driven. 

The third is thought to 
come from Investcorp, the 
Bahrain investment group 
that recently acquired Wat- 
moughs, the UK printing 
company. 

Two European packaging 
manufacturers are also 
I involved: David S Smith of 
the UK and MetsA-Seria of 
Finland. . 

Final bids, backed by 
letters confirmin g the avafl- 
, ability of financing, were 
i sent to KNP last week. . 

The Dutch group, which 
announces its first-quarter 
results today, is expected to 
invite at least two of the bid- 
ders into a run-off in which 
they would compete to sign 
a contract 

KNFs packaging division 
is the third-bi ggest maker of 
corrugated board In Europe, 
producing L4ba sqm a year. 
It made operating profits in 
1997 of some FI 250m. 

KNP said in February that 
It would sell the business as 
part of plans to focus on its 
distribution business in - 
graphic paper, office prod- 
ucts. printing, presses and 
personal ccanputers. 


ft aba said! the business 
would be demerged and 
brought to tiie stock market 
if it did not receive adequ ate 
offers. 

: The auction comes at a 
time of mounting competi- 
tion in the venture capital 
industry, where about £50bn 
(383bm) has been assembled 
to invest in European deals 
over the next two years and 
prices have been mounting. 

Traditionally, trade buyas 
were able to outbid venture 
capitalists because of the 
cost savings they could 
extract from merging acqui- 
sitions with their existing 
operations, but analysts 
believe that this advantage 
Is being eroded.. 

Of the potential trade buy- 
ers. analysts believe the deal 
makes most strategic sense 
for Smith. The UK group is 
the sixth-biggest European 
producer of corrugated card- 
board at 900m sq m a year 
and could extract cost 
savings of up to £30m a year 
from a merger. 

However, the deal would 
represent a leap for Smith, 
which Is valued at just 
£727m- 

MetsS-Serla, Finland’s 
third-largest forestry prod- 
nets group, has fewer over- 
laps with the KNP business. 

. It Is relatively weak in cor- 
rugated board, with an 
annual production of just 
120m sq ro. 

Analysts have argued for a 
consolidation of Europe's 
corrugated board industry. 
Prices of fluting and liner, 
the main ingredients for cor- 
rugated board, have risen 
but end-product prices have 
failed to rise in step, in spite 
of volume growth. 


Akzo Nobel acquires 
BASF’s paints arm 


Ataottobd. the Dutch chemicals group, fe to strengthen .. 

presence In the German paints market by buying the 6*0- 
pean decorative coatings business of BASF. White terms were 
not disclosed, the BASF Deco unft has annual sales of some 
DM200m (5112m) and employs 450. ^ 

Akzo wfll take over foe Herbol brand and be lieefeafflpr di^ ' 
another, called GlasurfL The German market for hoiisafiqkr - 
paints Is more fragmented than elsewhere hi western Europe. ; 

In part because of relatively low home ownership ratesfhowi* ' 
evar. aixKrt 70 per cert of demand ri sector ixxnes ftabT' 
trade decorators. The deal wiH give Akzo a leading position In 
this professional segment 

The purchase comes as Akzo seeks to conclude the agreed* 
takeover of Courtaulds In the UK end divest theroomttbf^- * - 
operations in ffores. in coatings, Courtaulds mates product \ 
larcetv for industrial and marine aooUcafions. -BASF fe ksante t -. - - ^ 


its Industrial coatings business, moving output from the ‘t: 



Cologne plant which Akzo wiB acquire under the deal 

and of the year. Gordon Cramb, Amsterdam . \ if; 
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ECI advances 30% 


EQ Telecom, the Israefi telecommunications equ^xnertman- 
ufacturer, said yesterday revenues climbed 15 per ceric and ■■v 
net profits by 30 par cent In the first quarter of 1998. The . 
Improvement was fUeHed by strong sales fn its main business ' 
units and a more profitable product mix. - 'V- 

Revenues rose from US$1 60m in the first quarter of T997to 
SI 84m this time. Net Income combed from S29m. cr38 cents 
per fully diluted share, to $38m, or 49 cents, over the same ' ' 
period. Results beat analysts’ expectations. . • ' ‘ -• 

David Rubner, ECt’s chief executive, said marketing Was 
“very strong* in the quarto', and included a US$1 9m contract'' 
to supply Russia’s biggest metropolitan network, a new joint- 
venture in Brazil and initial revenues of a new digital broad- 
casting system. Avi Machfis, Jerusalem 


PLASTICS 


Borealis ownership altered 


STEEL 


Coctoerfll Sembre, tho Belgian steel group, yesterday warned! 
shareholders that results tor the second half of this year cotiid 
be hit by the slowdown in Asia. Die group's annual report- ...! 
released at yesterday’s annual general meeting, said the fall- 
out from Asia had not been yet been felt, but cautioned tha£ ' - 
the second h^f might be affected. J. . -i . 

“These upheavals have had no impact as of nowon the .5 - 
European steefcnalqng industry, but uncertainties do exist tor -. 
the second half of 1998," the report said. It said the Asian erf- 
sis had “reduced steelmaking activity in the region since . 1 
autumn with the consequent risk of tensions appearing In the 
steel market in the other regions of the worid”. 

CockeriH warned that the Asian situation could intensify _■ : 
competition in the European market, pushing prices dawn. . : 

• it also warned that “uncertainty could result from the raac- . 
tion of the American market regarding the recovery of the : \ • 
com p etitiveness of Aslan companies on world markets”. .. ; 

Meanwhile, Cockerill said negotiations with the automotive 
industry remained difficult as a result of the intense competi- 
tion between steel groups and globafisation of purchasing by, 
car manufacturers. AP-DJ, Brussels 


CLEANING SERVICES 


ISS buys Airspeed Hygiene 


ISS. the Danish cleaning and services group, said yesterday it; 
had bought Airspeed Hygiene Systems, a UK oompany cBXVf- 
ing out cleaning operations at London’s Heathrow and Gat- - 
wick airports. It did not disclose financial detafis. However, Tf • 
said the annual turnover of Airspeed Hygiene Systems was 
about El 2m ($20m). 

It boug ht the privately held company from Its owners, pay- . 
mg cash and loan notes, It scud. “The acquisition . . . repre-. 
sente an important step in ISS'e plans to establish a major 
presence at UK airports," said Theo DiRssen, ISS Europe . 
managing director. ISS said it was already ‘a major player” iri 
airport services in Switzerland, Austria, the Netherlands and 
Belgium. Reuters, Copenhagen 


AUTOMOBILES 


VW silent on Lamborghini 


Volkswagen, the German carmaker, refused to comment on « 
! iep0 ! t , y ^f ef ?y. tha t tt be seeking to take over Lam- - 
borghW. the Italian sports car manufacturer. 

The German magazine stem said VW had been approached 
over a possible sale by the Indonesian consortium which ' _ 

* cunrent ‘y Wd ®ng for Rofis-Royce. - 
Motor Cars, the UK kocuiy carmaker. -. .. 

Graham Bowfey, Frankfurt 


Comments and press reteases about International 
courses coverage can be sent by e-mail to 

lntetnabonal.corrf3anies&fLcom 


Sobering sales increase by 11% 


Deutsche Bank 


CZI 


Sobering, the German 
pharmaceuticals group, yes- 
terday anno |inpg ri an U par 

cent increase in 'first-quarter 
sales to DKMRm (5889m) 
and a 7 per cent rise, is pro-. ■ 
tax profits -to. D M 31 2m , 
writes FrederH&Stfl rt e mann 
in Berlin. .f . 

The ^owth in sales was 
driven by the female health- 
care .and therapeutics divi- 
sions. : which ‘. together 
recorded a *W per cent 
increase in turnover. The 
company said this was 


largely because of greater 
volume sales., but higher 
product prices were also a 
factor. 

The Asian crisis made 
itself felt in exchange rate 
losses which, combined with 
a lower Turkish lira, can- 
celled out the positive gains 
offered by the strong US dol- 
lar, pound sterling and Japa- 
nese yen. 

In female healthcare, there 
was the further, impact of' 
relatively new oral and 
ultra-uterine contraceptive 


products developed, by the 
; group’s Finnish subsidiary, 
Laras, which was acquired 
In 1996. 

• Sales of the Mireiia intra- 
uterine contraceptive, which 

was launched last year, rose 

more than 120 pa- cert to 
DHMrn. 

. -In- geographical terms, 
. Latin America continued to 
be.a strong provider or 
growth, in fertility control 
products. 

- Sal es of Betaferon, a treat- 
ment for multiple sclerosis 


which is sold in the "US . 
under the name Betaserctt: 
rose 15 per cent to DMifflm 
and accounted for one-third 
of turnover in the g rou p' s • 
therapeutics division. : - •■ •>"’ ' . 

The company .said ; 
Betaferon, which iii the part- 
has been hampered by. its 
high Price, held its ground hi 
the face of ‘increased 
competition from rivals, 
though growth was achieved 
in Europe and not in the US* 
where sales dipped 3 per 
cent to DM75m. 




1»*S* 
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Borealis, Europe's largest producer of polyolefins, toe raw' : * 
materials tor toe production of plastic, yesterday announced 
the completion of a new ownership structure and theacqujsP* 
bon of additional production capacity In Europe. .'-’y 

The company has been jointly owned by Staton, toe Norwe- 
gian state oir and gas company, and Neste, of Ftotand, Stacey 
its establishment In 1994. Neste has now sold its 50 percent, . 
share to International Petroleum Investment Company, of Aha 
Dhabi, and OMV, toe Austrian p e troc hem icals groi^x V: 

At the same time, Borealis has acquired PCD Potymers - ; .-^ 
from OMV. PCD owns production capacity for 465.000 tonnes ; 
of polyethylene and 420.000 tonnes of polypropylene a year 
and has plants In Austria and Germany. The PCD acquUdoptf 
meant a stronger market position for Borealis in Europe, said' 
-Svefn Rennamo, chief executive of Borealis. s - 

Hilary Barnes, Copenhagen --'.V. 


Cockerill warns on Asia = - 
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Convocazione 
di Assembles ordinaria 
e straordinaria 

L'assembha degtl azionisti deU'ENI S.pA 6 convocara In 
sede ordinaria e straordinaria in Roma. Auditorium del 
Massimo. Via Masslmiiiaro Massimo 1/7. per it giorno 16 
ghjgrto 1 998 afle ore 10 In prima convocazione e. occor- 
renda per it giomo 17 ghjgno 1998. stessi ora e luogo, 
in seconds convocazione, per dlscutere e deUberara sul 
seguente 

Ordine del giomo 

Parte straordinaria 

1. Conferimenco di delega at Consigiio di 
Amministrazione per aumencare ii capitate sociale 
mediante assegnazione di azioni a dirigenri ai sensi del’ 
fare. 2349 del Codice Civile. Deiiberaziani conseguenti. 

Parte ordinaria 

1. Bilando di eserdzio ai 31 dicembre 1997, bitancio 
consolidaco ai 31 dicembre 1997 e connesse reiazioni 
degli ammlnistratori sulia gescione. dei Collegio 
Sindacale e della sodea di revisiofie. Deiiberaziani con- 
seguenti. 

2. Destirazione detrude di eserdzia 

3. Determinazione del numero dei Sindad eRecdvi. 

4. Nomina dei Sindad. 

5. Determinazione del compenso del Presidente del 
Collegio Sindacale e dei Sindad efterrivi. 

6. Conferimento detfincarico di revisione e certifi- 
cazione per il triennio 1998*2000. Deiiberazioni can- 
seguenti. 

7. Sanzioni a mmm/scracive cribmarie: deiiberazioni ai 
sensi dell'arc. 1 1. comma 6. D. Lgs. 472/97. 

Ai sensi delio Statuto, i Sindaci saranno nominatl 
mediante veto di lista. 

La presencazione, il deposito e (a pubbiicazione delle 
lists dei candidao' dovranno effemnrsi nei modi e nei 
termini p revise dallo Statuto. 

Hanno diritto di intervenire in assemblea gli azioni- 
sti che avranno depositato te azioni almeno dnque 
giorni prima deiia data della prima convocazione 
presso la sede legale in Roma. Piazzale Enrico Mattel 
n. I . oppure presso le seguenti casse incaricate: 
Banca Commerciale Italfana S.pA, Credit© Italiano 
S.pA, Isdtuco Bancario San Paolo di Torino S.pA. 
Banca Nazionale del Lavoro S.p.A.. Banco 
Ambrosiano Veneto S.p.A.. CARIPLO - Cassa di 
Risparmio delle Provincie Lombarde S.pA. Banca 
Monte dei Paschi di Siena S.p.A.. Banca di Roma 
S.p.A., Banca Fideuram S.p.A., Sofid Sim S.p.A.. 
Citibank N A. Morgan Guaranty Trust Company of 
New York, nonchi Monte Titoli S.p.A. per i titoli 
dalla stessa amminiscrati. 

11 vote potri essere esercitaco anche per corrispon- 
denza in conformici at le disposlzioni del 
“Regolamento concemente le condizioni e le moda- 
liti per I'eserdzio del diritto di voc o per corrispon- 
denza" emesso il 30 dicembre 1994 dalla Banca 
d'kalia, dalla Consob e dall'ISVAP e pubblicato sulia 
Gazzetta Ufficia le del 5 gennalo 1995. n. 4 (Serie 
gen era le). Le reiazioni illustrative e le proposte dl 
deiiberazione dei Consigiio di amministrazione 
all’assemblea sui punti all’ordine del giorno nonchfe 
la documentazione reladva ai punto I) della parte 
ordinaria dell’ordine dei giorno. saranno depositate 
presso la sede legale e gli end indicati in preceden- 
za entro il termine scabliito dalle disposizloni vigen- 
ti e vi rimarranno fino alia data della riunione 
assembleare. La scheda di voco. unitamente al 
biglietto di ammissione alia votazione. dovri perve- 
nire alia Segreteria Societaria dell'ENI S.p.A.. 
Piazzale Enrico Mattei, 1-00144 ROMA, entro il 13 
giugno 1998. 

I possessor! dl ADRs. rappresentativi ciascuno di 
dieci azioni ordlnarie dell'ENI S.p.A.. quotaci alia 
Bora di New York che risulreranno iscritd alia data 
del 5 giugno 1998 nelfapposico registro tenuto dalla 
Morgan Guaranty Trust Company of New York, 
avranno la facolti di partecipare allassemblea o di 
eserdtare il voto per corrispondenza. osservad gli 
adempimentl di deposito e registrazione delle azioni 
possedute; i medesimi possessori, qualora si siano 
awalsi del voto per delega o per corrispondenza, 
avranno la facolti dl seguire i lavori assembleari, pre- 
via richiesca scritta alia Morgan Guaranty Trust 
Company of New York (banca depositaria). 

II Presidente del Consigiio di Amministrazione 
Ing, Gygtielmo Antonio Claudio Moscato 


Inform azioni 
per gli Azionisti 

II voto patri csscre esercitato anchc per corrispon- 
denza e gli azionisti che intendano awalcrsi di tale 
facolG) dovranno fame richiesca ag H enti indicati net- 
fawiso di convocazione deposiando presso g|i stessi 
le azioni o. per le azioni amm in is trace dalla Monte 
Titoli, la certiflcazkinc di cui alfarticoio 3 della Legge 
1 9 giugno 1 986, n. 289. 

Alla Society e agli enti indicati nelfawlso di convoca- 
zione pub essere ehiesta la cartella contenente la 
scheda di voto. (e reiazioni illustrative e le proposte tfi 
deiiberazione del Consigiio all’assembfea e. a corredo. 
ia documentazione espiicativa suite modal iri di eserd- 
zio del voto per corrispondena e una busxa pre-bidi- 
rtzzata alia Sodeca. 

La busta contenente la scheda di voto e il biglietto 
di ammissione alia votazione dovri pervenire alia 
Segreteria Societaria dell'ENI S.p.A.. Piazzale Enrico 
Mattei. I - 00144 ROMA, entro e non olere il 13 
giugno 1998. 

II voto per corrispondenza e incompatibile con 1 1 rifa- 
sdo di delega e deve essere eserdtato dlrettamente 
dal titolarc del dintto di voco sulle azioni. 

I Signori azionisti sono cortesemente invicati a pre- 
sents rsi in anticipo rispetxo all'orario dl inizio del- 
I’assemblea al flne di agevolare ie operazioni di 
ammissione: le operazioni di registrazione saranno 
esptecace presso la sede di svolgimento deli'assem- 
blea a parti re dalle ore 9. 

La Segreteria Societaria dell'ENI e a disposizione per 
eventual ulterlori infbrmazioni ai seguenti numeri: 
Tciefono 06/5982242 1 ; Fax 06/59822233. 
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COMPANIES & FINANCE: I NTERNATIONAL 
SOUTH AFRICA STANBIC AND LIBERTY LIFE DISPUTE V.AIUATI 0NS 


aaj Disagreement 


Notice 

of Shareholders’ 
meeting 

The Ordinary and Extraordinary Shareholders' Meeting 
of ENI S.pA will be held In Rome at the Auditorium 
del Massimo. Via Massimiliano Massimo no. i/7, on June 
16. 1998 at IChOO a.m. local time on first call and. If 
necessary, on June 17, 1998 at the same time and loca- 
tion on second call, to discuss and resolve upon che 
items of the following 


Agenda 

Extraordinary Part 

I. Delegation of authority to the Board of Directors to 
issue shares to be assigned to managers pursuant to 
Article 2349 of the Civil Code. Resolutions related 
thereto. 

Ordinary Part 

1. ENI SpA. Financial Statements at December 3 1, 1997. 
Consolidated Financial Statements at December 31. 
1997. Report of the Directors on the course of busi- 
ness, Report of the Board of Statutory Auditors and 
Report of the independent Auditors. Resolutions related 
thereto. 

2. Allocation of net Income. 

3. Determination of the number of the effective 
Auditors. 

4. Appointment of the Statutory Auditors. 

5. Determination of the Chairman's of the Board of 
Statutory Auditors and of the Effective Auditors' com- 
pensation. 

6. Appointment of the Independent Auditors for the 
three-year period 1998-2000. Resolutions related thereto. 

7. Administrative fines applicable In case of violation of 
tax laws. Resolutions to be assumed pursuant to Article 
1 1 , paragraph 6. of Legislative Decree No. 472 dated 
December 18. 1997. 

Pursuant to the By-laws, the Auditors wfil be elected on 
the basis of candidate lists. 

Said lists have to be presented, deposited and published 
according to the procedures and terms sec forth in the 
By-laws. 

Admission to the Meeting will be granted to 
Shareholders who have deposited their Shares at least 
five days prior to die dam of die first call of the Meeting 
at the Company's Registered Office in Rome, Piazzale 
Enrico Mattei. I or with one of die following Agents: 
Banca Commerciale lialiana S.pA. Credito Itaiiano 
S.pA, Istituto Bancario San Paolo di Torino SpA, Banca 
Nazionale del Lavoro S.pA, Banco Ambrosiano Veneto 
S.pA, CARIPLO-Cassa di Risparmio delle Pravinde 
Lombarde SpA, Banca Monte dei Paschi tfi Siena S.pA, 
Banca tfi Roma SpA, Banca Fideuram S.pA, Sofid Sim 
SpA, Citibank N. A Morgan Guaranty Trust Company 
of New York, and Monte Titoli S.pA for the Shares 
administered by it. 

Vbte may be exercised also by mail pursuant to die pro- 
visions contained in the "Regulation on conditions and 
procedures for exercis i ng voting rights by mafl" issued 
on December 30. 7994 by die' Banca d’halla, Consob 
and ISVAP and published in the Gazzetta Uffidale no. 4, 
January 5. 1995 (Serie generate). The reports and the 
proposals of resolutions of the Board of Directors to 
the Shareholders on the items of the Agenda and the 
documentation on item I) o rtfinary part of the Agenda 
will be deposited at the Company's Registered Office 
and with the Agents listed hereon within the terms sec 
forth by current law and shall remain at the 
Shareholders' disposal until the dare of the Meeting. The 
Vote by Mail Card, together with the Admission Ticket 
Card, will have to be received by ENI S.pA - Segreteria 
Sodetaria. Piazzale Enrico Mattei. I -00144 ROME. Italy 
by June 13. 1998. 

Beneficial Owners of ADRs. listed on the New York 
Stock Exchange, each of ADR representing ten ordinary 
Shares issued by ENI &.pA, who have deposited their 
ADRs with the Morgan Guaranty Trust Company of 
New York by June 5. 1998 will be entitled to participate 
to the Meeting or to exercise voces by mail, after having 
complied with the deposit and registration require- 
ments far Shares held. Beneficial Owners who have 
oken advantage of Proxy Vote or Vote by Mail options 
are entitled to assist to the Meeting upon written 
request to be made to the Morgan Guaranty Trust 
Company of New York. ADR Depositary. 

The Chairman of die Board of Directors 
Mr. GugheknoAnrario Claudio Moscato 


Information 
for Shareholders 

Beneficial Owners are entitled to exercise their right to 
vote by mail. Shareholders willing to exercise thetr vote 
by mail shall apply to the Agents listed on the Notice of 
the Meeting, depositing their Shares with such Agents, or, 
for Shares deposited with Monte Titoli, by supplying die 
certificate pursuant coArtide 3. Law 289, June 19, 1986. 
Shareholders are entitled to request to the Company 
and the Agents listed on the Notice of the Meeting a 
folder containing che Vbte by Mail Card, the reports and 
the proposals of resolutions by the Board of Directors 
to the Shareholders on the items on the Agenda, the 
documents explaining the vote by mail procedures and a 
pre-addressed return envelope for the delivery of the 
Vote by Mail Card and the Admission Ticket Card to the 
Company. 

Envelopes containing the Vote by Mail Card and the 
Admission Ticket Card shad be rereived by ENI S^xA - 
Segreteria Sodetaria, Piazzale Enrico Mattel, I - 00144 
ROME. Italy by June 13.1998. 

The exercise of vote by mail is not compatible with 
voting by proxy and must be exercised personally by the 
Beneficial Owner. 

To timely comply with admission and registration proce- 
dures. Shareholders are kindly requested to arrive at the 
Meeting in advance with respect to the sorting time of 
the Meeting itself. Registration for the Meeting will take 
place at the same location of the Meeting sorting at 
9flQ 3.TTV, 

ENI S-pA's Corporate Secretary Is available for any 
further information Shareholders may need at the 
following numbers: Telephone +396/59822421 - 
Fax +396/59822233. 


Le reiazioni e Ic proposte del Consigiio di Ammi- The reports and proposals of the Board of Directors 
nfstozione all assemblea sulle materie all’ordine dei to the Shareholders' Meeting are also available on 
giomo sono duponibili sul si to www.eni.it www.eni.it 


By Victor Maflet 
mM nm bwg 

The planned merger or 
South Africa's Liberty Life 
and Standard Bank Invest- 
ment Corporation, designed 
to create a R80bn (S 16 bn) 
financial services company, 
has been delayed by dis- 
agreements over the relative 
value of the 'two groups. 

In March. . the two compa- 
nies — which have compli- 
cated cross-shareholdings - 
said they hoped to agree by 
the end of April to simplify 
their structures and bring 
together banking, life assur- 
ance aud ftmd management 
operations under the control 


of a single bolding company. 

It was one of the largest of 
a series of moves towards 
consolidation in the fast- 
growing South African 
financial services sector, 
which has helped boost 
share prices of banks and 
life assurance companies. 

However, yesterday Stan- 
bic and Liberty Life said it 
was apparent that "there is 
ail as yet unresolved signifi- 
cant disparity in the views of 

the parties and their advis- 
ers as to the relative valua- 
tions of the Liberty Life and 
Standard Rank groups’*. 

The dispute will be 
referred to the boards of the 
two companies ““after which 


Hwu» a decision will be made 
on what further steps are to 
be taken”. Both boards are 
expected to meet this week.. 

■ No further details- were 
disclosed, but bankers and 

■ stock analysts said Donald 
Gordon, founder, significant 
shareholder and group Chair- 
man or Liberty Life, was 
unhappy with the valuation 
placed by Stanblc on his 
organisation. They said it 
was also likely that there 
were disagreements over 
who would run the new 
holding company. 

Negotiations continue, but 
if the two parties fail to 
agr ee, they will probably 
unwind their cross-holdings 


and. seek new partners^ 
South Africa or overseaxSTf 
it does fall apart, , they 
go back to the way t&y 
were," said one analyst; & 

Johannesburg. t A . : t . 

Liberty Life shares fan 
or 35 per cent, yesterday to 
R165, while Stanbic closed 

up 3 ^ per cent to RSUH ftt 
lowing a 10 -for-opa share 
split 

Liberty Lite, with a mar. 
ket capitalisation oT R44bn. 
is South Africa's third, big- 
gest Institutional investor 
and has big retail property 
assets in the UK. . , » 

Stanbic, which has 'a. mar- 
ket -capitalisation ofJ237bh, 
is Africa's largest bank. 


Mexican rock promoter is on a roll 


CIE plans expansion 
throughout Latin 
America, writes 

Henry Tricks 

A lejandro SoberOn does 
not look or sound like 
Latin America's premier 
rock promoter. 

With neat, monogrammed 
shirts, the soft-spoken 38- 
y ear-old looks more at home 
in a corporate boardroom 
than be would among 
screaming teenagers. When 
he discusses rock music, he 
bashfully admits fie is not 
even a true fan. 

But Mr SoberOn has done 
more than anyone to spread 
the gospel of live rock music 
in Mexico, where until 1990 
mega-concerts were banned 
because of government fears 
of rioting 

Last Friday his eight-year- 
old company. Corporation 
lnteramericana de Entreteni- 
miento, launched a new 
share issue to help fmanpp 
expansion into South Amer- 
ica, where until the 1990s a 
combination of import con- 
trols and authoritarian gov- 
ernments hart kept rock in 
the shadows. 

The company said the new 
issue would be of non-voting 



Bono of UJfc bands may soon be regularly touring Latin American soccer statfiums 


Buenos Aires to stage a live 
version of Disney's Beauty 
and the Beast, which has 
sold some 70,000 tickets dar- 
ing a year-long run in 
Mexico City. 

Borrowing from Mr Sober- 
6n’s success in Mexico, it 


surged from 6.95 pesos to 
some 68 pesos before a split 
to boost liquidity last 'month. 

CIE was the first Mexican 
company to graduate from 
Mexico’s fljjq uM market for 
medium-cap stocks to the 
principal stock ' market. 
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rent shareholders would 
have 15 days to increase 
their stake before the L 
shares are offered to the gen- 
eral public from May 15. 

Part of the proceeds will 
go towards a recent joint 
venture with Argentina's 
flamboyant rock promoter 
Daniel Grinbank, which 
aims to turn Latin American 
soccer stadiums Into a single 
touring circuit for bands 
such as The Rolling Stones 
and U2, selling up to 700,000 
tickets a venue. 

It would make the partner- 
ship, known as CEE-RP, the 
largest live rock promotion 
outfit in Latin America, 
where attracting lucrative 
stadium bands has often 
been complicated by chaotic 
management and lax 
security. 

Eyeing a wider consumer 
market, CIE-RP is also plan- 
ning theatre productions, 
funfairs and family enter- 
tainment shows. The com- 
pany has bought a theatre in 


wide tiie catch-all concept of 
computerised ticket sales, 
telemarketing and event 
advertising that helped CHS’s 
sales to soar 120 per cent to 
278m. pesos (S33m> in -the 
-first quarter, compared with 
the sarnie period last year. 

CIE has a joint venture in 
Mexico with Ticketmaster, 
the US ticket selling com- 
pany which now operates in 
Argentina and soon expects 
to open' in Chile. Last week, 
it announced it would start 
selling Ticketmaster tickets 
via the internet It has also 
begun computerised ticket 
sales for everything from 
baseball games to cock- 
fighting fairs. 

Analysts say Mr Scberhn’s 
track record suggests be can 
sell shares as well as he sells 
tickets. When CIE went pub- 
lic in 1995, just five years 
after it was created, it was 
the first Mexican company 
to do so in the wake of the 
country's 1994 peso crisis. 
After that, the share price 


stands at about $385m. Ana- 
lysts say CIE is now joining 
the “big league” of Mexican 
companies which are 
brandling out into South 
America to hunt fresh mar- 
kets- It has- fL 7fr per <Snt 
stake in CEE-RP, with an 
investment of $3Szn. 

A ccording to Deutsche 
Morgan Grenfell, the 
investment bank, its 
foray southwards could gen- 
erate additional sales of 
$40m. Last month CIE-RP 
took The Rolling Stones to 
Brazil, where concerts had 
been notoriously shambolic. 

: In Argentina and Chile, 
where Mr Grinbank has long 
been the leading tour pro- 
moter, CIE hopes to bring its 
financial clout to bear as 
well as a track record in 
organisation and security 
that often make its concerts 
so trouble-free they are more 
like family outings. 

If that sounds tame to a 
diehard rock fan, Mr Sob- 


Gildemeister in 
deals to supply 
tools to US 


ABN Amro | 
unveils part in 
S Africa bid # 


By Peter Marsh 

Gildemeister of Germany, 
one of the world’s biggest 

machine tool co mpani es. Vi^g 
teamed up with two big TJS 
equipment makers in 
long-term supply deals. 

Under the contracts, G3de- 
meister will supply 
machines and technical 
expertise over several years 
to the worldwide factories of 
Fairchild Corporation, the 
world's biggest maker of 
aerospace fasteners, and the 
surgical implants division of 
Johnson & Johnson, the 
healthcare supplier. 

The deals are unusual in 
the machine tool Industry in 
tying non-automotive cus- 
tomers to a single source of 
machines over a period of up 
to five years. As much as a 
quarter of the contract price 
in each case Is expected to 
consist of technical consul- 
tancy. as opposed to the pro- 
vision of new hardware. 

Under the agreement with 
Fairchild, Gildemeister will 
provide about 300 machines. 
mainly comp uter-con troll ed 
lathes, over five years in a 
deal worth about DM70m 
(539m). 

The machines will be 
installed at eight Fairchild 
factories - three each In the 
US and France, and two in 
Germany - where the. US 
company makes products for 
big aerospace customers 


such as Boeing and Airbus. 

Aerospace fasteners - 
high-tech versions of rivets 
or nuts and bolts - bold 
together parts of modern air- 
craft and have to be highly 
accurate. 

The deal with Johnson & 
Johnson Is based around 
supplying machines to a 
plant In Ireland, part of the 
US company’s “professional” 
division which makes items 
such as artificial joints. 

While long-term tie-ups 
between machine tool com- 
panies and carmakers are 
relatively common, as the , 
latter have, organised more 
of their factories on a global 
basis, contracts of this sort 
are fix their infancy in other 
manufacturing sectors. 

They reflect not only keen- 
ness by multinationals to 
use the same standard of 
machines in' plants around 
the world, but their desire to 
contract out to suppliers the 
job not just or installing 
equipment but specifying 
how it should operate and 
planning other parts of their 
- factories. -‘ • 

Gildemeister last year had 
sales of DM867m and 
achieved a -small profit after 
several years'. ’of financial 
problems. It is hoping to 
increase sal es and earnings 
through more global “turn- 
key” projects, similar to 
those with Fairchild and 
Johnson & Johnson. 


By Victor MaDet 

ABN Amro, the Dutch bank, 
announced yesterday that it 
had helped Peter Vundla, the 
South African e n trepreneur, 
to finance the winning bid 
for one of Africa’s biggest 
food groups by underwriting 
R404.6m (jao.im) of 
preference shares in a new 
company called Pamodzi 
Foods. 

Mr Vundla ’s unlisted 
Pamodzi Investment Hold- 
ings led a buy-out of Food- 
corp for R1.8lbn in one 
of South Africa’s biggest 
“black empowerment" rivals 
to date. 

Sanlam. the mutual life 
assurer, bad been the largest 
shareholder in Foodcorp but 
decided to focus ou finnr»<-i ^ 
services while simulta- 
neously supporting the 
sale of assets to black 
investors. 

ABN Amro, which flew 
Pamodzi executives to 
Amsterdam to discuss the 
agreement, said it was confi- 
dent that there was strong 
demand for the preference 
shares, both from interna- 
tional and South African 
investors. 

This was the largest 
underwritten preference 
share issue in South Africa 
and it had funded the coun- 
try’s biggest leveraged 
buy-out, it said. 

The two rides chose prefer- 


ence shares as a means’. of 
finance because they are -tax- 
free on redemption in South 
Africa but are gtmtiflr -.to 
bonds. • . ; _ 

Other financing structures 

would have cost Pamo^zLat 
least R6Qm more, ABftAnJrp 
said. ** 

The shares maturd. Cth 
about three years arid 'jdHd 

more than 16 per 'cent; net 

annually. 

“We’re marketing to 
fixed-income institutions* 
said David Bate, ABN-Ai#b 
vice-president for corpofate ' 
finance in South Africa.. 

Pamodzi said it . might list 
either Pamodzi Investment 
Holdings itself or one.Af.tb* 
food holding - companies 
within three years, tn. which 
case the preference. Shar&sr 
could be converted to Jaw- 
nary shares. ’ 

Mr Vundla Hgrtinoa to say 
how he had raised the addi- 
tional Ri.4bn : for, 

buy-out. but insisted thatthg 
Foodcorp deal m ad e a more 
genuine contribution"^ 

black empo werment'than 

other takeovers -similarly 
financed by. borrowed 
money. 

This was because Pamodti 
Reused on sectors it' under- 
stood well, had taken ** 
majority rather- than - a 
minority stake, and - had 
executives who could 'add 
value to the companies the? 
were buying.' 


eron is unapologetfii 'He 
cheerfully admits he iS^o 

rock ideologue, and^fras 
stood aside far Mr lkinhshk 
- more the typical? ro$c 
entrepreneur with fo^tedr 
and jeans - to be THEZE&fe 
chief executive. “I rrmstiie^a 


more from an industry: 
than from an ideol 
one," Mr SoberOn says, 
is serious business." V. ,, v 

It is also good buriness. 
Because of pent-up degiebd, 
he saysr ticket -sales^ffjwe 
rodk in Mexico d i ppe d 
per cent in ' 1995: when 
Mexico’s economy tell, into 
its worst slump in 5Q years. 

Equally recessldn-htody 
could be sport: One .of 'Dfr 
Soberdn’s dreams is 
vide ticketing for - latin 
American soccer matches:'.' 

From his penthouse offices 
in Mexico City’s igacale Pal- 
mas district, he cah jrisb 
gaze over what may become 
a more gentrified future. 
Less than a mile away is 
Mexico's main racecourse, 
the Hipddromo, that.XjIE 
recently won a .contraCt io 
operate with the US Keh- ' 
tucky Derby operatof.Tutf 
way Park. There he planrito 
build a smart hotel dad con- 
vention centre and takerece 
meetings upmarket : 


9 ^\iA * 
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The rioTt combination unlocks value around the world. 


For over 20 years. Bankers Trust 
A Bankers Trust has been a recognized pioneer in 

innovative debt financina. 

\-U 

We've now pioneered something even greater. 

By s k ! i If Li t! y combining the right elements, we've built an 
organization whose depth and breadth go far beyond the sum of 
its parts: BT Alex. Brown. 

With all the components of our global investment banking firm 
now in place, we've created the first truly integrated source of 
innovative financial solutions. 

Which means our clients— in over 50 countries around the 
world-mow have access to unrivaled industry knowledge, 
preeminent research, and proven strengths in advisory services 
and bank. bond, and equity markets— ail on a global scale. 

So talk ?o the people at BT Alex. Brown. When you have the 
r i a h t combination, the opportunities to build value are wide open. 


k BT Alex. Brown 
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COMPANIES & FINANCE: THE A MER I C AS 

BIOTECHNOLOGY COMPANY'S CANCER TECHNOLOGY DESCRIBED AS 'THE SINGLE MOST EXCITING THING ON THE HORIZON' 


imm* m ■ w mmmmmd **•*••** 


EntreMed soars on enthusiastic report 


By Victoria Griffith 
hi Boston 


The share price of a tiny 
Maryland-based biotechnol- 
ogy company almost quintu- 
pled yesterday after an 
article enthusiastic about its 
cancer technology appeared 
io Sunday’s New York 
Times. 

Company officials at 
EntreMed were shocked 
when its stock price soared 
from Sl2-i» to $58% in mid- 


day trading yesterday. 

The newspaper quoted Dr 
Richard KJausner. a promi- 
nent researcher at the US 
National Cancer Institute, as 
calling the technology “the 
single most exciting thing on 
the horizon" for the treat- 
ment of cancer. The story 
was picked up by television 
news and newspapers 
around the country. 

EntreMed was formed to 
develop and market two 
molecules, endostatin and 


angiostatin. which starve 
cancers by depriving them of 
the blood they need to grow. 
Discovered by Dr Judah 
Folkman of the Boston Chil- 
dren's Hospital, both mole- 
cules Inhibit the formation 
of new blood vessels when 
injected into tumours. 

In mice, the molecules 
have been shown to cure all 
forms of cancer with no side 
effects, 

Biotechnology stocks com- 
monly rise and fall steeply 


Big may not be so beautiful 

Consolidation in US banking has acquired its own momentum, 
but some doubt the underlying logic, writes John Authors 

M 


based on trial results, but 
such price changes are very 
unusual In technology that 
Is in pre-clinical stage, as 
EntreMed 's anti-cancer mole- 
cules are. 

The company will not 
start human clinical trials 
for at least another year, 
“[The share price surge! is 
certainly a surprise, since 
we haven't Issued any major 
announcements on onr- 
drugs for at least a month 
and we’re so far from 


Banking on grown? 
Top Aw - 


approval by the Food & Drug 
Administration,'* EntreMed 
said. 

Moreover, the good news 
about EntreMed’s technol- 
ogy has been known for 
months. A cover story in the 
science journal Nature last 
year revealed that one of 
EntreMed’s anti-cancer mole- 
cules. angiogenesis, had 
cured tumours in mice. The 
New York Times itself bad 
already published two 
articles on the research in 


the past six months. 

EntreMed researchers 
warned that their anti 
cancer research was years 
away from approval. 

While the National Cancer 
Institute - which was 
unavailable for comment 
yesterday - has said 
would like the drugs to be 
fast-tracked for approval it 
has no influence in the mat- 
ter. The leap from mice to 
humans, moreover, is often 

disappointing. 


MaMcapBafinttan 


any superlatives have 
been applied to the 
wave of consolidation 
that has swept through the 
(JS banking sector in the 
past five years: but last 
month they were justified. 

April saw the announce- 
ment of the three most 
expensive bank takeovers In 
US history, plus a bid to 
make the fourth largest. 

Apart from the decision by 
Citicorp, the largest US bank 
by deposits, to sell to Travel- 
ers Group, a financial con- 
glomerate encompassing 
investment banking and 
insurance, for $82. aba. the 
month also saw the S66bn 
purchase of California’s 
BankAmerica fay Nations- 
Bank or North Carolina, and 
the S28-5bn takeover of First 
Chicago NBD by Banc One. 

According to UBS Securi- 
ties. the three resulting 
banks will have a joint mar- 
ket value of $332bn. more 
than the $2S9bn which the 
entire US bonking industry 
was worth at the end of 1994. 

Other sectors of retail 
financial services have also 
been affected. In Canada, 
Tour of the largest five bonks 
are merging, while March 
saw the takeover of H.F. 
Ahmanson. the second larg- 
est thrift in the US. by Wash- 
ington Mutual, the largest, 
in a deal worth $9.8?bn. 

Furthermore, the consoli- 
dation is not yet over. 

While the Citicorp and 
BankAmerica deals are 
likely to remaia the largest 
for a while - because there 
are few independent banks 
which could command such 
a price - numerous large 
banks are known to be con- 


sidering combinations which 
would have seemed unthink- 
able only a few months ago. 

Thomas Hanley, the vet- 
eran banking analyst for 
UBS Securities wbo has con- 
sistently backed both 
NationsBank and Citicorp 
over the past few years, 
describes conditions as 
"bank heaven”. He says the 
low interest rates and infla- 
tion and low credit losses 
created by the current 
healthy US economy have 
enabled "the rebuilding of 
the liquidity, earnings and 
capital structures of banks”. 

This has given them the 
strength, and the share 
price, to make acquisitions. 
Another factor is that the 
market is still highly frag- 
mented, thanks to Depres- 
sion era regulation which 
limited the spread or banks 
into more than one state. 
Even the new NationsBank/ 
BankAmerica combination 
will have only about 8 per 
cent of US deposits. 

Historic inefficiency has 
combined with improve- 
ments in information tech- 
nology to offer the prospects 
of economies of scale and 
cost cuts. 

According to Mr Hanley's 
estimates, the average cost 
saving as a proportion of the 
target's cost base projected 
by acquirers in mergers 
where the banks' networks 
overlap, has increased from 
14.7 per cent in 1995 to 323 
per cent in deals announced 
so far this year. 

The process has also 
acquired its own momen- 
tum. Several bank chief 
executives say they are 
exploring mergers simply to 


avoid the risk of being left 
without a partner. 

However, there are also 
growing fears about the logic 
underlying the mergers. In 
particular, some commenta- 
tors have started discussing 
the possibility of "disecono- 
mies of scale”. 

Tanya Azarchs, who analy- 
ses banks for Standard & 
Poor's, the New York-based 
rating agency, pointed out 
last week that the new huge 
banks would be safer from a 
credit perspective, because 
they were so diverse, but 
suggested they may now be 
growing too big from the 
shareholders' point of view. 

There is also disquiet at 
the multiples which banks 
are prepared to pay, which 
seem inflated. Using the 
standard yardstick of a 
bank's "book value", or total 
assets, the average multiple 
paid in the first quarter of 
this year was 2.88 times book 
value. This was up from 2.01 
times book in the first quar- 
ter of last year, and an aver- 
age of 1.72 times book in 
1994, when banking consoli- 
dation was already swift 

Bank or New York's unso- 
licited stock swap offer for 
Mellon Bank of Pittsburgh, 
which remains on the table 
although rejected by Mel- 
lon's board of directors, val- 
ues the target at 5.71 times 
its book value. 

Greater focus is also being 
placed on implementation. 
Frank Cahouet. Mellon chief 
executive, rejected BoNY’s 
offer because of “execution 
risks”. He felt that coat cuts 
required to make the merger 
work would lead to lost reve- 
nue - a phenomenon which 
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hit Wells Fargo bard after its 
Sl2bn acquisition of First 
Interstate early in 1996. 

The more expensive merg- 
ers mostly rest on heavy 
cost cuts without loss of 
deposits. Some, such as the 
Citicorp/Travelers deal, 
require "revenue synergies ", 
or gaining revenues through 
selling more products. While 
both concepts make strategic 
sense, they require good 
implementation. 

H enry Kaufman, the 
highly respected Wall 
Street economist, 
attempted to douse the 
enthusiasm last week, say- 
ing “h is hardly a foregone 
conclusion that every one of 
the large mergers that have 


been done or will be done 
can be carried off success- 
fully". 

He provided a list of prob- 
lems. “The combined institu- 
tion may not be able to real- 
ise as many economies of 
scale as it had assumed pos- 
sible. In such areas as credit 
appraisals, diseconomies of 
scale may be encountered. 

“The new institution may 
lose more customers than 
expected. And the consoli- 
dated institution may not 
even be able to improve pric- 
ing power, because it wSJ be 
competing with other large 
organisations equally intent 
on developing nationwide 
franchises.” 

But in spite of these con- 
cerns. speculation remains 


that several big deals are in 
the pipeline. These might 
involve the large European 
"universal" banks, such as 
HSBC. Credit Suisse and 
1NG Barings. Within the US, 
several medium-sized 
regional banks are seen as 
likely targets, such as Cries- 
tar in the mid-Atlantic, Sum- 
mit in New Jersey, and Key- 
Corp in Ohio. 

- Bigger combinations 
widely touted include a take- 
over of Fleet Financial, the 
largest bank in New 
England, possibly by First 
Union, whose franchise 
spreads up the Atlantic coast 
from Florida - to New York, 
and a buy-out of Wells Fargo 
by US Bancorp of Minnea- 
polis. 


Arco agrees $2.5bn buy 


By Tracy Corrigan hi New York 

Arco. the US-based oil 
company, yesterday agreed 
to buy Union Texas Petro- 
leum in an all-cash deal val- 
ued at &.5bn. a 40 per cent 
premium to the company’s 
market value. 

Arco will pay S3.3bi\ 
including debt and preferred 
stock. 

The company said that 
buy-out firm Knhlbcrg Kra- 
us Roberts had agreed to 
sell its 2R.fi jK-r cent stake in 
Union Texas. 

Mike Bowlin. Arco chair- 
man and chief executive, 
described llie deni as “an 
important building block. 
This acquisition is consist- 
ent with our strategy of 
building scale and presence 


in Bve to six core producing 
areas". 

He said he expected the 
merger to produce after-tax 
savings of at least $85m a 
year eventually. Tere was an 
“exceptional degree of over- 
lap between the assets of the 
two companies”, as more 
than 90 per cent of Union 
Texas' assets are located in 
Arvo’s core producing areas, 
particularly in Venezuela. 
Indonesia, the North Sea and 
Alaska. 

The deal will be financed 
initially by commercial 
paper and other short-term 
borrowings, backed by exist- 
ing and additional bank 
facilities. Arco planned sell 
some assets to reduce its 
debt to capita] ratio to a 
little over 40 per cent, it said. 


The ratio is set to rise to 51 
per cent after the deal. 

The group's Australian 
coal business is up for sale, 
and it will consider the sale 
of other assets, including 
Union Texas's petrochemical 
unit. Arco recently sold 
some US coal assets and its 
stake Ln Lyondell Petro- 
chemical. 

The deal would dilute 
earnings until the end of 
1999 "only modestly", but be 
accretive to operating cash 
flow in the first year, the 
company said. 

Arco shares slipped almost 
3 per cent to S78 1 • following 
the announcement of the 
deal, while Union Texas 
shares gained nearly 40 per 
cent to S2S\. reflecting the 
premium in Arco's bid price. 


Boeing leads phone project 


By Richard Waters in Hen York 

The latest in a growing line 
of global satellite telephone 
systems moved a step closer 
to reality yesterday with 
news that Boeing had been 
signed up as the lead con- 
tractor for the proposed 
Ellipso service. 

Owned hy Mobile Commu- 
nications Holdings, a private 
US company, the system 
would be based on fewer sat- 
ellites than some rivals and. 
at S1.4bn, prove far cheaper 
to build, its supporters 
claim. 

News that Boeing would 
lead the project comes as 
Iridium, the first of the 
global mobile telephone ven- 
tures. is on the brink of com- 
pletion. That service, backed 


by Motorola, is based on a 
network of 66 satellites in 
low earth orbit Close behind 
is Globalstar, backed by 
Loral, which launched the 
first of its 48 satellites in 
February. 

The Ellipso system's 16 
satellites - with an extra sat- 
ellite available as a spare - 
would move in an elliptical 
orbit round the earth, a pat- 
tern that the company said 
would allow it to concen- 
trate its capacity over its 
largest geographic markets 
during daytime hours and so 
reduce the number of satel- 
lites it would need. 

Boeing, which was 
selected yesterday to lead 
the project from design 
through to deployment of 
the satellites, said it would 


allocate op to 300 people to 
the project. It will also take 
an equity interest in Mobile 
Communications, although 
the two sides did not reveal 
the size of the stake. Mobile 
Communications hired Mer- 
rill Lynch last month to 
advise on financing. 

Boeing is already spear- 
heading a separate global 
satellite venture - Teiedesic, 
a service backed by Bill 
Gates and Craig Me Caw. one 
the most successful US tele- 
communications entrepre- 
neurs. Unlike that plan, 
which is based on internet 
services. Ellipso would com- 
pete head-on with Iridium, 
Globalstar and another ven- 
ture. ICO Communications, 
in providing global mobile 
voice service. 


NEWS DIGE ST _ 

BERKSHIRE HATHAWAY ' 

Long-term benefits seen 
from introduction of euro 

Warren Buffett, the investor known as the sage of Omaha, 
and his partner Charlie M Unger yesterday warned that foe 
introduction of trie euro was likely to cause "hurt* but in the ■ 
long term would bring huge benefits to the global economy. 

In an interview with the Financial Times ahead of the annual 
meeting of Berkshire Hathaway, the investment company they 
head. Mr Monger said "a lot of people will get hurt in the pro- 
cess” of creating the single currency. However. Mr Buffett 
added that “in the end it will work to the world's benefit over 
time". 

Berkshire is one of the most powerful Investment compa- 
nies in the world and owns large stakes In several US blue- 
chip companies, including Coca-Cola. Gillette and Wait Ois-. 
ney. 

Mr Buffett add he expected further rapid consolidation 6n 
the financial services industry. Berkshire is one of the largest 
shareholders in Travelers Group, the financial services con- 
glomerate which recently announced plans to Join forces with 
Citicorp in the largest merger in history. "When something like 
that {the consolidation process] gains momentum, It starts to 
feed on itself," said Mr Buffett 'It has ca us ed every manager 
of every financial service organisation to be thinking actively 
about a whole lot of possibilities they were not thinking of a 
year ago." 

Earfier, at a press conference, Mr Buffett said that following 
the sale of a “Httta of severer of Berkshire's stocks, there had 
been a "drifting up” of the size of Its cash holdings. 

Speaking of McDonald's, the fast food chain, whose share 
price was hit in March when it emerged that Berkshire had 
sold some of its shareholding in the company, he said: "We 
think it's an absolutely first-class company,'’ but “the fast 
food business might be a little tougher than I first thought" 
William Lewis, Omaha, Nebraska 
See Observer 

FINANCIAL SERVICES 


Equitable advances 

The Equitable Companies, the US financial services conglom- 
erate in which Axa of France has a controlling stake, yestar- 1 
day announced a rise of 62 per cent in operating earnings for 
the first quarter. Its investment management businesses con- . 
tinued to benefit from the bull market and the Impact of heavy 
saving by members of the post-war “baby boom” generation! 
This was equivalent to 92 cents a share, far above the 79 
cents which had been forecast by a consensus of analysts 
polled by Boston-based First Call, and Equitable's shares 
gained strongly in morning Wall Street trading as a result By 
mid-session, they were up S1% at $65%. 

Operating profits from its insurance and annuity operations, 
which are mainly bu9t around retirement savings, rose 59 per 
cent to $122. 4m. This figure excluded investment gains, and 
deferred acquisition costs arising from its demutualisation 
three years ago. Total annuity premiums rose 52 per cent 
over the year to 5981.2m, while mutual fund sales grew 50 
per cent to $593. 6m. The company said the expenses for its 
life and annuity business rose by only 2.9 per cent. 

Equitable also controls the Donaldson Lufkin & Jenrette 
investment bank, which had already recorded a 55 per cent 
increase in operating profits to $1 34. 1m, backed by strong 
results from its high-yield bond underwriting business. 

John Authers, New York 


HOTELS 




Posadas in Caesar Park buy 

Grupo Posadas. Mexico's largest hotel operator, is expanding 
into Latin America with the acquisition of three Caesar Park 
hotels in Argentina and Brazil for $123m and the purchase of 
the Caesar Park brand for Latin America and the Caribbean. 
"The Caesar Parks attract high-income foreign tourists and 
businessmen Manuel Borja, Posadas vice-president for 
financial planning, said yesterday. “They will give us a strong . 
foothold in the luxury end of the Latin American hotel mar- 
ket" 

The Caesar Parks in Sao Paulo, Rio de Janeiro and Buenos 
Aires were bought from Aoki Corporation, a Japanese invest- 
ment group. Despite the strength of the Argentine and Brazil- 
ian currencies, Mr Borja said the Collar-linked tariffs charged 
by Caesar Park hotels provided a natural hedge against 
devaluations. Wrth the new acquisitions, Posadas has become 
the largest hotel chain in Latin America with 51 hotels and 
more than 11,000 rooms in five countries. 

Mr Borja said Posadas also planned to introduce its suc- 
cessful Mexican chain of Fiesta inn hotels, which cater to the 
travelling businessman, throughout Latin America. The group 
might also bid for the Camino Real chain of hotels, which is 
being auctioned this year by the Mexican government 

Posadas posted net sales of 459m pesos ($54m) in the first 
quarter of 1998, a 2 per cent increase over 1997. The com- 
pany said the weather effects of S Nirio had caused lower 

occupancy rates at its beech resorts during the peak winter 
holiday months. Nevertheless, cash flow increased 7 per cent 
to 158m pesos and net majority income was 45 per cent 
higher at 147m pesos. Leslie Crawford, Mexico City 


Cinergy Corp. is pleased to announce the formation of 

Cinergy Global Power, Inc. 

a company dedicated to international 
energy project development 


Cinergy Global Power seeks and develops new power generation, transmission, 
and distribution opportunities worldwide. Cinergy, one of the United States' largest 
diversified energy- companies, created Cinergy Global Power following the acquisition 
of the project development team of Midlands Power International Ltd., a subsidiary of 
Midlands Electricity pic in which Cinergy has a 50 percent holding. 

For further Information please contact; 

John Bryant, Cinergy Global Power Services Ltd. 444 (0) 121 423 2345 
Cheryl Foley, Cinergy Global Power. Inc. 4-1 513 287 4200 


Cinergy 

GLOBAL POWER 
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1997 FINANCIAL PERIOD 

STRONG INCREASE IN SALES l+*2%) AND CONSOLIDATED 
NET INCOME (FF. 27 3 million versus FF. UL8 million in 1996) 


Parent company (FF. raBCons) 

1996 

1997 

Sales 

82.4 

141.9 

Operating income 

14.8 

39J 

Pretax earnings before extraordinary items 

14 J 

42.8 

Net income 

8.9 

27J 

Group (FT. millions) 

1996 

1997 

Group sales* 

108.9 

198.7 

Consolidated sales 

92.1 


Operating income 

20.4 


Pretax comings before extraordinary items 

18.7 


Net income - Group share 

10.8 



* includes sain in Russia vbicti wtli be consolidated starling / 998 . 

The n« consolidated income excluding minority interests registered an importnni increase, FF. 27 3 million 
veraus FF. JO.S million in 1996 (after taking into account charges related to the listing of hs shares of 
FF. I million before twest. These results are higher than forecasts issued on the occasion or this Haring. 
Willi an identical lax rate, the nel income excluding minority interests would be FF. 29.2 million. 

OUTLOOK FOR 199R 

The Group will develop significantly in the following three areas: 

■ The implementation of integrated distribution networks in the key markets I Poland, China, etc.); 

■ The exitaskw of the presence of Bolvddire to all producing countries of dear spirits throughout the 
world (Mexico. Brazil. Chile, Japan, the Caribbean, etc.): 

■ The implementation or strengthening of Belvedere’s own importing structure i„ ftc ^jor Western 
maria* (Francs, U.SJu cicX 

Tbe Board of Diitttore met on TTiuraday. April 16 and decided to propose the distribution of a dividend of 
FF. 3 per share to be pud June 2?, 199J4. 

Investor Relations: 

Jacques ROUVROY, Tel. 10033) 3 SO 22 93 S3 
1 0. nic Churics Jaffclin - F 21 200 Beaune -France 
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COMPANIES & FINANCE: ASIA-PACIFIC/MIDDLE EAST 


T ^ LECOMM »NlCAT10WS TERR rrO RY’S LEADING CARRIER MEETS FORECASTS BUT_SURPRISES WITH HK$2bn CHARGE 

Hongkong Telecom advances H .6% 


By Louise Limas 
in Hong Koug 

Hon gkon g Telecom, the 
territory’s dominant carrier, 
posted an 11,6 per ennt rise 
In net profits to HK*i2A7bn 
(USCl.Gbn). before excep- 
tional items for year to 
March 31. 

The figure was In line with 
market expectations, bat the 
company surprised analysts 
by taking a HK$Bbn charge 
against write-offs of obsolete 
equipment The charge was 
timed to coincide with, a 
HK$6.7bn exceptional gain , 
which is part of the compen- 
sation paid by the govern- 
ment in return for the com- 
pany's early surrender of its 
monopoly in international 
direct dialTin^ 

Including the exceptional 
ite m s, profits rose 52 per 
cent to HR*17.03bn. Recur- 
rent earnings growth 
showed that Hongkong Tele- 
com has started to feel the 
impact of the economic slow- 
down in the te r r i tory, with a 
deceleration in international 
traffic exacerbated by grow- 
ing use of callback. 

These services, whereby a 
nail is made via a third coun- 
try and bounced back as a 
cheaper incoming call, are 
believed to account for 40 
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per cent of an international 
calls from China. Hongkong 
Telecom has sought to stem 
the loss of revenues by 
launching its own callback 
operation, which it said 
yesterday had been “highly 
successful". 

“Profit growth is craning 
from interest income and 
cost-cutting," said Dylan 
Tinker, regional telecoms 
analyst at Jardine Fl eming 
Securities. Jake Lynch, also 
of Jardine. estimated that 
HKglbn came from interest 
income last year, arise of 41 
per cent over the previous 
year. 


The company, which is 
majority-owned by Cable 
and Wireless of the UK, had 
a cash pile of HK$i2bn at the 
end of the financial year, 
and was able to capitalise on 
high interest rates in Hong 
Kong as the authorities 
sought to defend the 
currency. 

However, investors who 
would prefer to see the cash 
spent on investments in 
China and the rest of Asia 
were likely to remain 
disappointed, analysts said. 

China deals are regarded 
as no nearer than they were 
before C&W sold China a 


slice of Hongkong Telecom 
. last year, in return for a 
promise of access to the 
mainland market. 

South-east Asia, which 
should provide more fertile 
ground in the wake of the 
regional crisis, is In effect 
ruled oat by CAW’S desire to 
have majority control, which 
would Win it its shopping list 
to the heavily indebted tele- 
coms companies. In any 
event, these purchases are 
unlikely to be made through 
viimgkang Telecom. 

New areas of investment 
are important for Hongkong 
Telecom. It will begin to lose 


its stranglehold on the IDD 
market next January, with 
the introduction of interna- 
tional simple resale, which 
enables companies to lease 
and on-sell Hongkong Tele- 
com capacity. 

The following year, com- 
petitors will also be able to 
set up their own infrastruc- 
tures. In response, Hong- 
kong Telecom has been 
diversifying into internet 
and interactive TV services, 
although the latter are 
expected to make losses of 
about HKJ500m this year, 
their first of operation. 

Jeff Camp, regional tele- 


Benpres ahead 
at 2.3bn pesos 


corns analyst at Morgan 
Stanley Asia, said data ser- 
vices - which have been 
growing at about 30 per cent 
a year - would start to make 
reasonable contributions to 
earnings, in line with the 
pattern in countries such as 
the US. 

“It’s encouraging that 
that's becoming a stronger 
part of the business." he 
said. 

Earnin gs per share before 
exceptional rose 8.3 per cent 
to 105.3 cents last financial 
year, and the dividend has 
been lifted 11.7 per cent to 
85J2 cents. 


By Jostia ttnozzi to ManBa 

Benpres Holdings, the 
Philippine utility and infra- 
structure conglomerate, yes- 
terday reported profits up 15 
per cent to 2.3bn pesos 
(557m) in 1997. 

Benpres, which has invest- 
ments in broadcasting, bank- 
ing. power, water, property, 
infrastructure and telecoms, 
said consolidated revenues 
rose 22 per cent from 5.4bn 

pesos to 6.6bn pesos. 

Shares in the group, which 
released incomplete 1997 
results in March, rose 
slightly to close at 7.4 pesos. 

The Lopez family, which 
owns 54 per cent of Benpres. 
last month restructured the 
group’s media interests to 
allow foreign ownership. 
At present, foreign investors 
are prohibited from buying 
shares In local media compa- 
nies. 

Broadcasting and cable is 
a core business for the group 
- representing 53 per cent of 
total earnings - through its 
71 per cent stake in ABS- 
CBN, the country's largest 
media group, and its 20 per 
cent holding in Sky Vision. 
ABS-CBN last week 
announced first-quarter prof- 
its ahead 25 per cent to 


3G9.5m pesos. Benpres was 
also lifted by Rockwell Land, 
its property subsidiary, and 
Bayantel. its telecoms arm. 

Power generation and dis- 
tribution accounted for 25 
per cent or profits, with 19 
per cent coming from bank- 
ing and other interests. 

Benpres has also moved 
into infrastructure recently. 
Last year, through the May- 
nilad Water Services consor- 
tium, it won the 25-year con- 
tract to operate one of 
Manila’s two water conces- 
sions. Last month. Benpres 
announced that Maynilad 
Water and First Philippine 
Holdings, which operates a 
gas company, would raise 
$4 70m through loans and by 
issuing convertible bonds. 
Proceeds will be used to 
finance infrastructure 
requirements. 

Investors have praised the 
group's management and 
welcomed the move to allow 
foreign ownership. "Benpres 
Is one of the few Philippine 
conglomerates with a clear 
strategy - to provide inte- 
grated multimedia and basic 
services to households - 
which offers synergies 
across its businesses.” said 
an analyst at a foreign 
brokerage. 
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INVESTMENT BANKING^ 

China International 
Capital Corp chief dies 

Austin Keener, chief executive of China International Capital 
Corp, the pioneering Slno-US investment banking joint ven- 
ture partly owned by Morgan Stanley, died at the weekend in 
Beijing. No successor has been named, and rn the short term 
his work wiH be carried out by various deputies. 

Mr Koenen, 56. previously heeded the public finance divi- 
sion for Morgan Stanley Deem Witter in New York, before 
being relocated to Beijing in July 1906. 

dCC, launched in 1994, has enjoyed success in equity 
underwriting and direct investment It has secured a number 
of high-profile mandates, Including the^ flotation of China Tele- 
com (Hong Kong) - the first vehicle to give foreign Investors 
equity participation In China's closely guarded telecoms mar- 
ket - and its subsequent acquisition of a mobile network from 
Its parent Louise Lucas, Hong Kong 


EGYPT • • 

Tax changes hit GIB 

Radical tax changes cut profits at Egypt’s leading private-eeo- 
tor bank by 303 per cent in spite of Increased income. 

Commercial International Bank (CIB), Egypt's largest pri- 
vately owned bank in terms of assets, blamed the fail 'm net - 
profits, to EE47m ($13.8m) In the first three months of 1998, 
on a government decision to dose a tax loophole allowing 
banks and other institutJons to deduct Interest expenses from 
their profits. 

Banks were also baefly htt by the closure of the loophole 
affecting relief on interest paid on money borrowed to buy 
treasury tails and time deposits. 

The profits decline came in spite of a 16.9 per cent 
increase in net operating Income. That growth was fuelled by 
increased fee income, foreign-exchange tracing and invest- 
ment banking revenues. The tax change resulted in an 8.9 per 
cent fan in CIB’s total assets, from HM3.4bn to 
E£l2L2bn. 

CIB’s fan in profits was 10 per cent deeper than expected.. 
An of Egypt’s large banks are expected to report similar 
daeflnea, while industrial groups wiB also see profits suffer, 
according to analysts. The tax change has already resulted in 
many banks off-loading treasury bills. Mark Huband, Cairo . 


INTERNET NET W O R KING 

Cisco in Israeli acquisition 

Cisco Systems, the US internet networking company, yester- 
day said it agreed to purchase Class Data Systems, a private 
networking start-up company based In Israel and California, 
for $50m in stock and cash. 

The acquisition, Cisco’s first in Israel, is the latest in a wave 
of foreign investments in the Israeli technology sector. The 
deal win be completed next month and Cisco will incur a one- 
time charge against after-tax earnings of 2-4 US cento a 
share in the fourth quarter. ... 

deco, which already has a research and development cen- 
tre in Israel, said Class Data's software allows system admin- 
istrators to prioritise network traffic. 

According to Israel’s trade and industry ministry, foreign 
investment in high-tech companies dftnbed 25 per cent from 

Sl^lbn fo 1996 to Sl^bn in 1987. . 

Venture capital, which has helped create start-up eompa- 
nfeesueh asc£s Data has also been increasing. The iteraeS 
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^dSedTSwn $287m in 1996 to a record $578m fast 
year. Avi Machlls, Jerusalem 


What is the true face value of the EMU? One index can identify it. 

Any index can give you a picture of the EMU. But you want the picture. 

You want the realities of the European market in all its complexities. A benchmark built around a 
carefully selected, and weighted group of companies within industries and industries within regions. 

' With the companies carefully measured for their true impact on their markets. With the markets 
carefully measured for their true relationships to one another. And with all the complexities — liquidity, 
volatility cyclicality — factored in and monitored constantly. 

In short, you want the MSQ EMU and Pan-European Indices. 

The MSG European Series embraces 25 regional, 38 industry and 8 sector indices. It offers all the 
flexibility you need in EMU and Pan-European investing. And each index is structured around the same 
comprehensive MSG methodology that has become the acknowledged industry leader. 

Call us about the new MSG EMU or Pan-European Indices. In London 44-171-425-6660, 
New Yodk 1-800-711-MSG, Tokyo 813-5424-5470, Hong Kong 852-2848-5200. 

Or Yisttour web site at http://wwwjns.coirL 


BANKING 

Sanwa to cut low-yield loans 

«onum Rank vriU reduce low-yield loans by Y1 ,200bn($9bn) ki 
a^&xropecwer tttt next two years, accwrflng to the 
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the US and Central America, and to integrate US offices nan- 
rilino loan management into He New Yoirk branch. . .. 
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VENTURE CAPITALISTS 


Cinven raises 
further $2.5bn 


CRS losses may prompt break-up 


Peggy Hoffingar 


By Jonathan Font 


CinvL-n. the venture capital 
group, has raised £1.5bn 
fS2.5tm) from 50 interna- 
tional institutions to invest 
in buy-outs in the UK and 

continental Europe. 

The move entrenches Cin- 
ven as one of Europe's most 
active venture capital funds, 
particularly at the larger end 
of the market. Over the past 
til months, it has backed the 
continent's two largest buy- 
outs. 

In January. Cinven funded 
the acquisition of IPC Maga- 
zines from Reed Elsevier, the 
Anglo-Dutch media group, 
for £S60m and Inst July it 
backed the £1.1 bn buy-out of 
the hospital and healthcare 
arm of Genera !e des Eaux- 

Cinven. itself a buy-out 
from the British Coal pen- 
sion fund in 1995. last raised 
money in November 1996. 
when it assembled a Ubn 
fund from 25 institutional 
investors. This is now 
almost fully invested. 

Cinven 's fundraising is the 
latest in a wave of such exer- 
cises by UK venture capital 
groups. Recent research by 


KPMG Corporate Finance 
estimates that there is £50bn 
to be spent across Europe in 

the next two years. 

John Brown, deputy man- 
aging director of Cinven. 
said about two-thirds of the 
commitments received had 
come from the UK and conti- 
nental Europe, with the 
remainder coming from 
North America, the Middle 
East and east Asia. 

He expected at least half 
the fund to be invested in 
UK deals, with the remain- 
der on the Continent. 
“Although the European 
market is growing fast, they 
still don't have the infra- 
structure or the exit oppor- 
tunities that there are in the 
UK." 

The fund is aimed at deals ' 
of at least £50m. 

Cinven is involved in a 
□umber of large deals. It is 
bidding for the packaging 
division of the Dutch paper 
and distribution group. KNP, 
said to be worth £900m. It 
was also the under-bidder In 
tiie auction for RAC's motor- 
ing services business, expec- 
ted to he bought by Cendant 
of the US for £450m. 


Cooperative Retail Services, 
which operates supermar- 
kets. department stores and 
funeral parlours, will today 
announce a significantly 
deeper annual loss as it 
struggles to revive its ailing 
food retailing business. 

The UK's largest single co- 
operative retail society' saw 
pre-tax loss almost double 
from £13. 5m to £25.6m 
($42 .5m) in the year to Janu- 
ary 31 1998. Sales were static 
at £1.54bn. 

The retailer's worsening 
performance since It 
incurred its first loss in 15 
years In 1996 could trigger 
another opportunistic effort 
to break up Britain's under- 


performing mutually-owned 
stores groups. 

Andr ew Regan’s contro- 
versial attempt last year to 
take over CRS’s sister group. 
Cooperative Wholesale Soci- 
ety. was launched after it 
announced a sharp drop in 
profits. 

Mr Regan dropped his pur- 
suit after he and another 
executive of Lanica Trust 
were filmed in a hotel car 

park handling documents 
given to them by a senior 
CWS executive, who was 
later sacked. 

Today's figures are also 
almost certain to revive 
pressure for a merger of CRS 
and CWS. CWS last week 
announced its third year of 
profits decline. But Harry 


Moore, the departing chief 
executive of CRS, said he 
was convinced “the medicine 
is working" to revive the 
food division. He pledged 
CRS would ret u rn to profit 
this year at the trading level. 

In the first 12 weeks of the 
current financial year, he 
said. CRS was showing a 3.5 
per cent increase in overall 
like-for-like sales, with a 
stronger 4 per cent improve- 
ment in the food division. 

The group had embarked 
on “radical surgery" in 
1997-98. investing £155m in 
refurbishing stores, install- 
ing information systems and 
improving distribution and 
product development 

Almost 100 of the 480 
stores bad been refurbished 


during the year and a fur- 
ther 100 were scheduled for 
this year. 

Mr Moore said the reno- 
vated stores were showing 
sales increases on average of 
about 38 per cent 

“We are getting our house 
in order, but such fundamen- 
tal change does not come 
without cost" he said. 

“Tighter financial controls 
are now in place and the 
next phase of the pro- 
gramme will be achieved 
with nothing like the impact 
on profits that we have seen 
in 1997." 

Mr Moore said the deeper 
losses partly reflected a 
£i0m increase in staffing 
costs, which included redun- 
dancy charges. 


COM MENT 

Flotations 
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Battle of burgers begins to sizzle 


By John WIBroan, 

Consumer Industries Editor 

The burger war on Britain's 
high streets escalates today 
with the launch in the UK of 
the Big King. Burger King’s 
challenge to McDonald's 
flagship Big Mac. 

Buiger King, a subsidiary 
of Diageo, the food and drink 
group, is number two to 
McDonald's with half Us 
sales in the US and even less 
internationally. 


But the British-owned fast- 
food chain has mounted a 
series of assaults on its 
American competitor in the 
US and elsewhere to erode 
its lead. 

Burger King claims the 
Big King, which has two 
burgers and two slices of 
cheese, has taken the US by 
storm. It has 20 per cent 
more beef than the Big Mac 
and 30 per cent less bread, in 
addition to its extra slice of 
cheese and “King” sauce. 


McDonald's, whicb has 
suffered loss of market share 
and weak profits in the US 
lately, affects disdain, saying 
the US launch of the Big 
King last year made almost 
no impact on it. 

The arrival of the Big King 
Is only one of a series of 
innovations introduced by 
the big burger chains. 
McDonald's has overhauled 
its food preparation system 
to replace batch-cooking, 
with making burgers to 


order. 

Burger King launched its 
new crispy fries in the US on 
January 2. giving 15m bags 
to customers on what it 
dubbed Free Fry day. Crispy 
Fries will be coming to the 
UK soon. 

Dennis Malamatinas, Bur- 
ger King’s chief executive, 
promises a relentless pro- 
gramme of new products. 

“I've doubled the research 
and development budget in 
the last 18 months," he says. 


The FTSE 

Eurotop 1 00 

The right index. 
The right future. 
The right option. 



AEEX FTSE LIFFE 

Trade Europe’s “Top” from 1 2“ May. 

From 1 2th May you can trade new contracts on the leading index of Europe’s most liquid stocks. 

FTSE Eurotop 100 ECU futures will be launched on LIFFE: 

FTSE Eurotop 100 ECU options will be launched on Amsterdam Exchanges. 

Two new contracts to help you trade Europe - on the index with the recognised track record. 

For further information please contact: AEX (Marketing Communications) on +31 20 550 4803. 

FTSE international (Client Services) on +44 171 448 1810, LIFFE (Equity Products) on +44 171 623 0444. 
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For a couple of weeks last - 

month, small er quoted com- l* WBuflT compaoifig . . 

panics were seemingly back SnaBthp. : ... 

in favour. The narrowing gap 

between the FTSE SmallCap F fSEhScea »^ \ 

index and the FTSE 100 was 2® : : : — 

mainly a faltering of the fat- ^ . « , 'ffi * 

ter. Still, optimists seized on &Jg ■ ' 

it as a fopn that market senti- 120 —aBSl. jM n'n 

ment was turning towards 

smaller companies. Such a — iH — 

shot in the arm is just what -up 

the anaemic new issues mar- ■ 

ket needs. But so far this kUhHu 
year, smaller company flota- 

tions remain thin on the m.flUlJUUHS 1 on- 
ground. And longer term, the - : w as 

trend to pan-European s»eMm met- TTwrifriinjaw 
investing* could reinforce 

Investors* bias towards big companies. Is this a cause for 
concern? Not immediately. The dearth of flotations is partly 
because the big pick-up in venture capital-backed buy-outs 
did not occur until 199&97. Given typical turn-round times, 
the resultant wave of exits should not be expected before 
1999. Indeed the easy availability of private equity rnwanq 
some <ywnpaT>iwfi may postpone or even forgo flotation. And 
for those that do occur, success is determined largely by 
sector not size: Information technology and pubs, for 
instance, are currently in vogue. 

Nevertheless, stories of less glamorous businesses passing 
up expansion opportunities are a touch worrying. Same 
companies have ambitions that bank finance alone cannot 
support but have no need for a venture capital makeover. 
And though being acquired may be a route to expansion, 
that detracts from the vibrancy of the growth company 
ranks. 

Hillsdown Holdings 

The agony should be over for Hillsdown Holdings’ share- 
holders on Friday. With its enterprise value of £l.6bn 
(including about £300m net debt) falling £ibn short of last 
year’s sales, it looks a clear candidate for unhnndlmg Easi- 
est to split ok will be housebuilding and furniture. Conser- 
vative valuations produce £450m-£50Qm combined; in the 
current climate, more should be expected. More interesting 
is what will happen to the food businesses, ranging from 
commodities to well-known brands. Here the disapp ointment 
is that operating margins have been stuck at only &6 per 
cent hence the current weak valuations, averaging 50-G0 per 
cent of their £2.1bn sales. Whatever combination of demer- 
ger and trade sale Hillsdown picks, shareholders should see 
some gains even after expenses and tax. 

Pub group seeks 
Ambishus float 


By David Blackwell 

The Ambishus Pub 
company, backed by some of 
the best known names in the 
business, is to float on Aim 
this week. 

“The name Ambishus is 
vulgar, but that is deliber- 
ate." said Philip Snook, the 
non-executive chairman who 
used to be manag in g director 
of The Magic Pub Company. 
“Our 31 pubs were never 
going to be enough to satisfy 
our appetite: we certainly 
won’t be this size for long." 

Investors include David 
Bruce, who started the Fir- 
kin chain, Luke Johnson, 
former chairman of PizzaEx- 
press. and Michael Cannon, 
who sold Magic Pub to 
Greene King for £200 tn 
($330m) in 1996. Managing 
director of Ambishus is 
Colin Stevens and finance 
director is Tim Feams, both 
veterans of Magic Pub. 

The group, which expects 


a market valuation of about 
£l0m, is raising no new 
money and nnng of the exist- 
ing investors is selling 
shares. The flotation is 
aimed at raising the group's 
profile, and facilitating 
share-based acquisitions. 

The strategy is to go for 
community-based managed 
pubs of about 3.000 sq ft, 
which will not be branded. 
“We don’t want to be fash- 
ionable. but we do want to 
be profitable,” said Mr 
Snook. 

In the 14 weeks to Febru- 
ary 28 profits were £48,700 on 
sales of £2.7m. The chain of 
31 pubs was put together 
towards the end of fast year 
with the purchase of 15 pubs 
from Grosvenor Inns for just 
under £9m, and the acquisi- 
tion of 10 pubs and three 
development sites from 
Regent Inns for £4^9m. 

Rea Brothers is sponsor to 
the float and trading is 
expected to start on Friday. 


Dresdner trust 
over-subscribed 


By Jean Eaglesham 

Dresdner RCM Global 
Investors will announce 
today that It has raised its 
maximum rasm ($42m) tar- 
get for its new endowment 
policy investment trust 

The fund manager said the 
placing, which offered 
shares in the new trust to 
institutional investors and 
shareholders in Dresdner's 
existing endowment trust, 
bad been “significantly’* 
over-subscribed. It would 
therefore not be going ahead 
with the planned offer of 
shares to the public. 

The enthusiastic response 
to the trust comes when 
there Is a net now of money 
out of the £60bn investinerft 
trust sector, and many trusts 
are trading at a to 

the value of underlying 
assets. “It is encouraging to 


see that, even if certain 
parts of the sector are con- 
tracting, other areas, albeit 
specialist ones, are expand- 
ing and attracting new 
investors." said Simon 
White, head of investment 
trusts at Dresdner. 

Dresdner's ability to 
attract new money reflects 
the niche nature of the trust, 
the Dresdner RCM Endow- 
ment Policy Trust 2010. It 
wiR be the third managed by 
Dresdner to invest in traded 
endowment policies - with- 
profits endowments that are 
sold by policyholders before 
they reach maturity. This 
second-hand market has 
grown rapidly, partly fuelled 
by carpet-baggers hoping tor 
windfall payments from 
insurers that demutualise. 
Both Dresdner’s existing 
endowment trusts are trad- 
ing at a premium. 


Scottish Widows 
revamps teams 


By Andrew Bdgecfiffe%Wrason 

Two of the most senior 
figures at Scottish Widows 
Investment Management 
have left suddenly as part of 
a sweeping management 
shake-up, 

Stan Pearson, head of UK 
equities, and Ken Robertson, 
head of bonds, have left fol- 
lowing a review of Scottish 
Widows' fund management 
arm 

The review, instigated by 
One Dudley since his 
appointment as chief execu- 
tive in January, is aimed at 


improving long-term invest- 
ment performance. 

“We have been doing very 
well in some areas and not 
so well in others." Scottish 
Widows said yesterday. 

The review will also mean 
a change in the role of Leslie 
Robb, managing director. Mr 
Pearson win be replaced by 
Mike Carless, of the existing 
UK equities team. 

The bonds team was being 
enlarged, Scottish Widows 
said, under investment direc- 
tor Alan Reid, who has more 
than 25 yean* experience in 
fixed interest 
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BUSINESS & THE LAW 


Sweden criticised 
on insurance tax 



European 

court 


The European Court of Justice 
last week delivered another 
important Judgment an discrimi- 
natory direct taxation in the 
context of thp stogie market. 

The case concerned the pay- 
ment of tax on capital life assur- 
ance premiums in Swedeo. Under 
Swedish tax law. insurance com- 
panies established in Sweden pay 
a special tax levied as a propor- 
tion of their net capital value. 

For the policyholder, contribu- 
tions to life assurance policies 
with companies established in 
. Sweden or abroad are not tax 
deductible and the proceeds from 
policies are not subject to tax. 

However, savings in the form 
of capital life assurance taken 
out with companies abroad are 
taxed under the Premium Tax 
Law. 

The purpose of the tax law Is to 
ensure competitive neutrality 
between savings in the form of 
capital life assurance taken out 
with companies in Sweden and 
savings in the form of similar 
policies taken out with foreign 
companies. 

It was thus intended to com- 
pensate for the effect of the 
special tax on Swedish insurance 
companies. 

Provision was made in the tax 
law to mitigate the effect of the 
tax. A policyholder could request 
an exemption from or redaction 
in tax if the insurance company 
was subject, in the state in which 
• it was established, to revenue tax 
comparable to that payable by 
Swedish insurance companies. 

The Court was asked whether 
the tax was compatible with the 
free movement provisions of the 
Treaty of Rome. 

It said that although, as Euro- 
pean Union law presently stood, 
direct taxation did not fall wi thin 
the purview of EU law, the. 
powers retained by the member 
states nevertheless had to be 
exercised consistently with it. 

Since the provision of insur- 
ance constitutes a service. Article 
59 of the Treaty precludes the 
application of any. national legis- 
lation which, without objective 
Justification, impedes a provider 
of services from actually exercis- 
ing the freedom to provide them. 

In order to enable the objeo- 
ii lives. of the: single market to ; be .. 


attained. Article 59 also precludes 
the application of any nati onal 
legislation that has the effect of 
making the provision of services 
between member states more dif- 
ficult than the provision of ser- 
vices exclusively within one 
state. 

Given the Swedish legislation 
established different tax regimes 
for capital life assurance policies, 
depending on whether they were 
taken out with companies estab- 
lished in Sweden or with compa- 
nies established elsewhere, the 
issue was whether the legislation 
created obstacles to the freedom 
to provide services and whether 
such obstacles were justified. 

The Court said the application 
of the tax amounted to an 
unjustifiable restriction on 
freedom to provide services for 
several reasons. 

First, in respect of policies 

The tax amounted 
to a restriction on 
freedom to provide 
services 


taken out with non-Swedish com- 
panies, the policyholder had to 
register with the tax authority 
and declare premium payments 
to it 

Those obligations might dis- 
suade interested parties from tak- 
ing out a policy with non- 
Swedish companies. 

Secondly, in order to obtain an 
exemption or reduction in the tax 
payable, the policyholder had to 
obtain thp necessary information 
concerning the tax paid by the 
insurance company. Such a 
requirement was particularly 
burdensome for the policyholder. 

It mi ght aim dlamadp insur- 
ance companies that did not oper- 
ate in Sweden from offering their 
services there, since it meant 
they had to provide po tential cus- 
tomers with precise information 
relating to the tax system appli- 
cable to the companies in other 
member h 1 j>ibs- 

Tbe Court said the system was 
also operated in an inconsistent 
and opaque manner. 

C-118i96: Safir v Skattemyndighe- 
tzniDalamas LSn. ECJ FC, April 
281998. 

BRICK COURT CHAMBERS. 
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EUROPEAN COURT OF JUSTICE REFORM 



s paper mountain 


The backlog at the European Court of First 
Instance is getting worse; says Robert Rice 




In the year since the 

T jh nnr ret two 

to power in the UK, the 
dam our for- ref arm of the Euro- 
pean Court of Justice has died 
away. 

Before the OK election the Con- 
servative government had been 
at the forefront of calls for the 
Court's powers to be curbed. 
Eurosceptics wanted the Court's 
wings to be dipped and they 
accused the Luxembourg judges 
of being politically motivated. 

Had the Conservatives won, 
the Court would have had a diffi- 
cult time fending off proposals to 
limit the retrospective effect of 
judgment s and the damages lia- 
bility of member states for 
breaches of European Union law, 
and to establish a right of appeal 
against the Court’s decisions, 
labour's victory, therefore, was 
ahnng*: as welcome on the Kirch- 
bexg plateau as it was at Mill- 
bank Tower. 

The Court's own agenda for 
reform focused more on proce- 
dural change and the practical 
problems of cutting delays in dis- 
posing of cases. Left to its own 
devices, the Court enjoyed a 
quiet but successful year. Accord- 
ing to the annual review of the 
Court of Justice and its sister 
court, the Court of First Instance 
(CFI), published last week, the 
senior Court made steady but sig- 
nificant progress in 1997 in tack- 
ling the backing of and In 

speeding up proceedings. 

The ECJ delivered a record 
TurmhAr of judgments - 242 com- 
pared with 193 in 1996 - and 
made .135 orders disposing of 
cases against 100 in 1996. Overall 
456 cases were disposed of 
against 350 in 1996, 445 new cases 
were received and at the end of 
1997 the total caseload of the 
court stood at 683, which the 
court says “constit ut es a normal 
amount of work in hand rather 
than a judicial backlog of alarm- 
ing dimensions”, the Court also 
delivered 168 prehminary rulings 
in response to questions submit- 
ted by national courts. 

In spite of this performance, 
the average time taken to dispose 
of cases grew. Appeals from the 
CFI took an average 17.4 months 
to with against 14 mon ths in 
1996; direct actions took 19.7 
mnnthg compared with 19.6; and 
preliminary ratings 2L4 months 
compared with 20&- 


This slight inc rease was disap- 
pointing for the Court, but as 
Tom Kennedy, head of the 
Court’s press and information 
division, says: “The important 
thing is that the volume of work 
in hand represents about 18 
months work. So things are not 
as bad as they seem.” 

Yet if most practitioners are 
happier with the performance of 
the senior Court, the can- 
not be said about the junior CFL 
“The ECJ has certainly sharp- 
ened up its act But the CFI is a 
disaster." says Fergus Randolph, 
a barrister at Brick Court 
Chambers, Brussels. 

The statistics appear to bear 
him ont During 1997 the CFI dis- 
posed of just 173 cases including 
about 90 judgments. Given that a 
high proportion of these cases 
involved staff - disputes concern- 
ing staff employed by the EU*s 
four institutions - this was “less 
than impressive", according to 
one Court officiaL 

On average the junior court 
took 18.7 months to deal with 
staff cases and a staggering 29.3 
mmrtbn to deal with other cases. 
At the end of the year the Court 
had Q24 cases in band compared 
with 220 the previous year. 

But ttfrarding to Mr Kennedy, 
there were some extenuating cir- 
cumstances. Much of the Court’s 
time was spent in preparation for 
the hearing of four series of com- 
petition cases (82 cases in all) 


involving alleged cartels in car- 
tonboard. cement, steel beams 
and PVC. AH involved a mass of 
documartation, which had to be 

translated, arid called for the 
deployment of huge resources. 
These cases have since been 
heard, Mr Kennedy stresses. 

During the year the CFI also 
received 295 cases from disgrun- 
tled customs agents claiming 
damages against th e European 
Co mmis sion for failure to protect 

their jobs, which were lost on 
completion of the sing le market. 
These cases are described by law- 
yers as “very weak” and many 
are probably inadmissible. The 
Court’s workload could therefore 
fall by almost 300 cases 
overnight, Mr Kennedy explains. 

Finally, there are between 70 
and 80 milk quota cases to be 
dealt with out of the many 
actions for damages brought by 
farmers who claim they were 
temporarily prevented from car- 
rying on their businesses by the 
quota system. 

But in spite of these excep- 
tional circumstances, the CFI 
clearly has problems. There is 
talk in Luxembourg of infighting 
among the CFI judges and of 
petty rivalries with the judges of 
the senior court 

Delays are getting worse. The 
CFl’s judges believe practitioners 
must take some of the blame fin- 
inundating the Court with unnec- 
essary documentation, all of 
which has to be translated at 
vast expense. 

Mr Randolph accepts that prac- 


titioners could do more to thin 
the documentation presented to 
the Court in certain cases, but be 
said: “They must also appreciate 
that it is a two-way street. Hie 
court must do something.’' 

Numerous suggestions have 
been made to resolve the prob- 
lem, none of which seems satis- 
factory to both the Court and its 
users. The CFI has suggested 
that staff cases should be beard 
by one judge sitting alone, but 
this is opposed by the Council of 
the Bars and Law Societies of the 
European Communities. 

Practitioners have suggested 
that a specialist tribunal should 
he set up to deal with staff cases, 
freeing the CFI to deal with state 
aid and competition issues. 
Another suggestion is the 
appointment of six more judges 
enabling the Court to create 
three more two-judge chambers. 

All of this takes money, how- 
ever. plus the fact that almost 
any change needs the unanimous 
consent of the Council of Minis- 
ters, which for political reasons 
may not be forthcoming. 

Although the majority of mem- 
ber states would favour measures 
to cut delays in Luxembourg- 
many lawyers and Court officials 
believe some are happy to see the 
whole European justice process 
slowed down. Helmut Kohl. Ger- 
many's chancellor, has said too 
many cases are referred to 
Luxembourg for preliminary' rul- 
ings. particularly in the social 
field. The signs are not encourag- 
ing. 




LEGAL BRIEFS 


Dispute specialist 
joins Freshfields’ 
New York office 

Freshfiekis, the UK international 
law firm, has appointed Lucy Reed, 
a US lawyer specialising in 
international dispute resolution, as 
counsel in its New York office. 

For the past two years, she has 
been General Counsel to the 
Korean Peninsula Energy 

Development Organisation (KEDO) 
m New York. KEDO is the 
international organisation created 
by the governments of the US, 
Japan and the Republic of Korea, 
and later joined by the European 
Union, to resolve the nuclear crisis 
in the Democratic People's 
Republic of Korea. 

Before her post at KEDO. Ms 
Reed worked for severe! years in 
the US State Department where 
she acted as US agent to the 
Iran-US Claims Trfounal and in 
private practice in Washington, 

New York and London. She win 
focus on international commercial 
arbitration and public international 
law disputes. 

HK expansion at 
Cameron McKenna 

Cameron McKenna is expanding 
its Hong Kong office by launching 
a recovery and restructuring 
practice. The move is a direct 
response to the crisis In the Asian 
financial markets and the practice 
will be headed by partner David 
Kidd, a corporate recovery lawyer. 
Mr Kidd acted for the 
administrators of Atlantic 
Computers and led the Cameron 
McKenna team advising the 
administration of PoHy Peck 
International, the foiled fruit to 
electronics group. He will be 
assisted initially in Hong Kong by 
partner Dan Hamilton. Mr Hamilton 
wfll return to London in the 
autumn. 

Launch of first 
legal practice NVQ 

The Law Society will this week 
launch the first legal practice 
National Vocational Quafification in 
conjunction with the Institute of 
Legal Executives. The NVQ, aimed 
at people who work in the law, but 
lack a formal qualification, is 
unique in being the first NVQ to 
-include a written test 



PEOPLE ON THE MOVE 


CLR appoints 
Furse as 
group chief 
executive 

Clara Furse, the former global 
head of futures and options at 
Union Bank of Switzerland, is 
to join Credit Lyonnais Rouse, 
the derivatives arm of 
France’s Cr6cfit Lyonnais 
bank, as group chief 
executive. 

When she joins today she 
will fiH a position that has • 
been vacant since Bill 
Bradwell left CLR last year, 
after a reorganisation of the 



Furse moves to CLR 


« Marc-Andre Charlebote 

has been named the new , 

president and chief executive 
of the CANADIAN 

NEWSPAPER ASSOCIATION- 
Chariebols comesto the CNA 
from the Canadian Urban 
Transit Association where he 
served as president He 
succeeds Richard Dicemi who 
now serves as senior 
vice-president 

• COCA-COLA ■ 

ENTERPFBSES has named 
president and chief operating 

officer Henry Schfrnberg to 
the additional post of chief 
executive. As ehfctf executive. 
Schimberg. who wffl step- 
gown as chief operating 

officer, sueeeefte Summeifwd 

Johnston jr, who will remain 
chairman of the company. . 

• Nobert PaJawski of 

Bayerische Hypotheken-und 
Wechselbank (Munich). he3 
been appointed by the 

KSHKwS- 

to AS management board. He 


business into three product 
rfivtslons: financial markets 
headed by Francis Amman, 
commodities heeded by Andy 
Gooch, and cash markets 
headed by Alex Ladouceur. 

Furse, 40, was bom In 
Canada of Dutch parents, and 
educated In Colombia, 
Denmark, and the UK. 

In the early days of the 
London International Financial 
Futures Exchange, she traded 
gffis futures for PhftHps & . 
Drew, the stockbroker Star 
taken overby UBS, and She 
has spent 15 years with the 
group. She has been a Uffe 
board member since 1990 
and is deputy chairman. 

Uffe Intends to make Its 
chairmanship a full-time 
executive rote, so her 
appointment at CLR appears 
to rule her out of that portion. 
George Graham, London 

Baldock moves 
to Bentley 

Michael Baldock is moving 
from SBC Warburg Dfflon 
Read-to Bentley Healthcare, 
the operator of Aids cKnics 
headed by maverick 
healthcare entrepreneur 
Bernard SaJfck. - 

Baldock, 34. wlH be 
executive vice-president and . 
chief strategic officer at 


will be in charge of risk 
management 
0 HSBC SECURITIES 
AUSTRALIA, a unit- of HSBC 
Hcrfdfngs, has appointed 
Bruce Bell chief executive . 
officer. Bel) succeeds Ralph 
Shipley and has previously 
been the investment balk’s 

head of Australian sales ki 
London, and prior to that was 
a director of broker ANZ . 
Securities. 

• OKI ELECTRIC has-- 
appointed senior managing 
director Katsumata ShJnozuka 
president, replacing SHko 
Sawamura* who will be 
appointed chairman. 
Shfoozuka Joined OU Seetric 
in 1063 and was most . 
recently responsible for the - 
company's Information/ 

telecom, systems. 

development 

• Shareholder of Taiwan’s 
GRAND COMMERCIAL BANK 
have approvedtha - 
appointment of C. Y, Kao as 
tne new chairman. Kao is-tta 


Bentley. He has been 
managing director and head 
of global pharmaceu t icals at 
SBC Warburg Dfflon Read. He 
joined SG Warburg in 1968. 

Safick sakfr “Michael * 
Baldock brings a broad array 
of financial and strategic 
development skflis combined 
with tailque contacts m both 
the governmental and 
international markets and 
long-term associations with 
many of the world’s largest 
pharmaceutical companies.” 

: He added: “Michael wffl be 
a key member of Bentley 
Health Care’s senior 
management team.” 

At Warburg, Baldock 
specialised In mergers, 
acquisitions and strategic 
financial advice for 
international pharmaceutical 
companies. ~ 

Before joining Warburg, he 
was in the mergers and 
acquisitions department at 
Drexel Burnham Lambert. He 
is a 1986 graduate of Harvard 
College. 

Safick, 58, founded Safick 
Healthcare, which runs a 
chain of cancer and kidney 
dialysis cknics. He sold the 
company to Zeneca and then 
resigned from Zeneca. 

In February, Bentley Health 
Care announced its initial 
affiliation wtth New York’s 
Montefiore Medical Center to 


set up a network of outpatient 
cancer and Hrv/Akls 
diagnostic and treatment 
centres in the Bronx, 
Manhattan and Westchester 
County. 

Danief Green. London 

Hunter joins 
Seagram 

Seagram, the Canada-based 
drinks and entertainm ent 
group, has bolstered its spirits 
and. wines division with the 
appointment of a former 
Coca-Cote executive as 
chairman. 

John Hunter, once tipped to 
succeed the late Roberto 
Goizueto as chairman and 
chief executive of Coke, has 
been a part-time adviser to 
Seagram for montha. 

Hunter retired from Coke in 
1996 as executive vice- 
president and chief operating 
officer, two years after Doug 
fvester emerged as the likely 
successor to Goizueta 

As heed of the group’s 
international operations, he 
had helped build Coca-Cola’s 
sales in emerging marke ts 
worldwide. 

After the merger of 
Guinness and Grand 
Metropol i tan last year to form 
Diageo, the Industry has been 
buzzing with rumours of 


MOVING PLACES 


head af President Enterprises 
and member of the central 
standing committee of the 
nationalist rtting party, the 
Kuomintang. Kao is taking . 
over from Wu Hskt-cM, who is 
retiring, but wffl remain foe 
bank's honorary chairman. 

• MOTOROLA'has named 
Merle GBmore deputy to the 
chief executive officer for 
Motorola’s e n te r prise - w ide 
communications business 
plan. Gilmore was previously 
an executive vice-president of 
the company's Europe, Middle 
East and Africa region. Arnold 
Bremer, also an executive 
vice-president and president, 
gtobaJ government relations . 
and standards, wffl temporarily 
assume Gilmore's duties as a 
regional president-- 

• BJJQR has reached 
outside Its ranks for new 

: leadership, announcing that 
'Shell OU president Philip 
Cam# wffl become Floor's 
new: chairman and chief ‘ 

executive this summer. The 


■*: 


appointment of Carrol, a 
37-year oil Industry veteran, 
marks the first time In Its 
109-year history that Fluor has 
not picked a chairman from its 
executive ranks. CarroB. 60, 
wffl replace Leslie McCraw, 
the company's longtime 
chairman and chief executive. 
Canon assumes hte new 
position on July 1. a day after 
retiring from Shed. 

• FIRST OF AMERICA BANK 
has named Paul Clark 
president and chief executive. 
First of America, which was 
acquired recently by National 
Cfly, sod Clark was also 
named an executive 
vice-president of National 
City. First of America wffl 
become NATIONAL CITY 
BANK OF MICHIGAN/ 
ILLINOIS. Gteffk will be 
responsible for National Cfty’s 
operations In Michigan and 
D&kjJs. Clark, along with 
National City chairman aid 
chief executive David Daberko 
and vtoe-chaunnan Vfoce 
> 


further restructuring involving 
the Seagram drinks interests. 

The creation of a 
chairmanship and the 
recruitment of an individual of 
Hunter’s ped&ae signals the 
group's commitment to 
remaining in the business," 
said one analyst 

Steve Kaiagher remates 
president and chief executive 
of the Spirits and Wfte 
division. 

John WiBman. London 

Bradley joins 
Anglogold 

When Bobby GodseU, chief 
executive of South Africa’s 
Angiogok) - the world's 
biggest gold mining company 
being formed out of Anglo 
American's gold interests - 
announced the new group’s 
board test month, he was 
praised for advancing black 
empowerment but questioned 
about the lack of women 
di rector s . 

He has answered that 
criticism by appointing 
Elisabeth Bratfey, 
vice-chairman of Toyota South 
Africa and chairman of Wesco 
Inve stments and Metair 
Investments, as Angk>- 
gokfs seventh independent 
director. 

GodseU said ha wanted her 


CTGiratamo, were also named 
to the First of America board. 
Richard Chormann remains 
chairman of First of America 

Bank. He was named a 
vice-chairman of National City 
when the merger was 
announced. 

• The council of 
management of the URANIUM 
INSTITUTE has confirmed the 
election of Jean-Plerre 
Rougeau, senior 
vice-president corporate 
strategy and international 
development of Cogema, 
France, as chairman of the 
Institute for the next two 
years. Rougeau, who had 
been vice-chairman, replaces 
Tokio Kanoh, former executive 
vice-pre si dent of Tokyo 
Electric Power, Japan. 

• LAMB0TTO ANDREOTTT, 
47, has been named 
vice-president and general 
manager, Italy and European 
Oncology, Worldwide 
Medicines Group, 

Bristol-Myers Squibb 


v* 


for her general commerctel 
experience and knowledge of 
Japanese markets and 
Japanese productivity 
management South Africa’s 
gold mines are adapting 
rapidly to the low gold price, 
and Bradley said: “Unlike the 
mining Industry, foe motor 
industry has always been a 
highly competitive busfoess, 
which has had to cut costs 
and add value in order to 
survive.' 

GodseU had already 
impressed investors by 
persuading James Motlats), 
president of South Africa's 
National Union of 
Mineworkers, to serve as one 
of Angbgokrs directors - a 
step which Godsen 
acknowledged was both 
in usual and risky. Motlats! 
insisted he was representing 
labour, not himself, and said 

his remuneration would go to 
the HUM. 

The other independent 
directors named so fa- are 
Donald Ncuba. a Feacfirtg 
black businessman; Colin 
Brayshaw, formerly of DetoWe 
and Touche; Russell Edey of 
N.M. Rothschild & Sons; 

Frank Arisman, the New 
York-based commodities and 
foreign exchange expert; aid 
Victor Fung, the Hong Kong 

businessman. 

Victor MaBet. Johannesburg 


Company. He wffl be based in 
Paris and Rome. Andreotti 
jobs Bristol-Myers Squibb 
from Pharmacia & Upjohn, 
where he was most recently 
senior corporate 
vice-president, responsible for 
Italian operations and 
worldwide oncology activities. 
Per-Otof WaHstrom, 48, has 
been promoted to president, 
northern, central and eastern 
Europe, Worldwide Medicines 
Group. 

• CLUBS INTERNATIONAL 
has announced foe 
appointment of travel industry 
veteran Ann Adenlus as 
vice-president, sales and 
marketing worldwide. She 
most recently served as a 
director, strategic alliances for 
Disneyland Parts. 

• BARCLAYS GLOBAL 
INVESTORS has appointed 
Nigel WIlBams head of 
business development for 
Barclays Global Investors, 
Euope (excluding all the 
Netherlands and Belgium). 

\ 
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COMMODITIES & AGRICULTURE 


Crude slips ahead of production meeting 


By WkM Taift to Chicago 

Crude oil futures slipped 
yesterday as the market 
waited to see whether a 
mooted meeting between 
Saudi Arabia, Venezuela and 
Mexico this week would lead 
to further production cuts. 

Saudi Arabian oil minister 
All al-Nalmi, while visiting 
Washington, said a meeting 
was likely to go ahead. 

This emerged before the 


oil market opened in New 
York, but traders were hesi- 
tant and Mexico indicated 
that a meeting was yet to 
be arranged. 

There were indications 
that Saudi Arabia, at least 
would wish to see estimates 
for production by Opec mem- 
bers in April, which are also 
due to be released this week, 
before taking further action 
to help bolster prices. 

Last month, a mixture of 
Opec and non-Opec coun- 
tries. such as Norway. Egypt 


and Oman, pledged to reduce 
global output, in an effort to 
stabilise the markets. 

Opec ratified a L25m bar- 
rel a day reduction, and 
other cuts could take this to 
nearly 2m barrels but there 
has been considerable uncer- 
tainty over how quickly 
these promised cuts might 
affect the current surplus, 
given the level of stocks. 

Iran has reiterated its call 
for more cuts. Oil Minister 
Bijan Namdar Zanganeh said 
the decrease in production 


world-wide wasn't sufficient 
to stabilise oil prices. He 
added that Iran was willing 
to reduce its output beyond 
the 140,000 barrels per day 
agreed to at the Riyadh 
meeting of March 22, the 
Iran Daily newspaper said. 

On the New York Mercan- 
tile Exchange, the June 
crude oil contract was trad- 
ing at around S15JS. down 
about 28 cents. 

The market had rallied 
strongly at the end of last 
week, when news of the 


Sandi/Venezuela/Mexico 
meeting first surfaced, and 
despite yesterday’s setback, 
most traders expect that to 
provide some floor to the 
market in the next few days. 

Gasoline prices also fell, 
with the June contract los- 
ing 6J3 cents to 53-60 cents, 
on news that a cracker on 
the East Coast is due to start 

up again this week putting 
pressure on prices. 

In the Midwest's grain 
markets prices began on a 
firmer note. Wet weather 


swept over the region late 
last weekend and during the 
weekend, leading to passible 
delay to the key planting 
season. 

The benefit was felt most 
strongly in corn, where' the 
July co n tract gained 3 cents 
to S254, and the September 4 
cents higher, to S2.72. 

Soyabeans also shared in 
the more bullish tone, with 
the July contract gaining 

1 cent to $8,426, and the 

August contract adding 

2 cents, at $639. 


Oil groups test limits off west Africa 

Region offers enormous potential but poses technical challenges, writes Robert Corzine 


R ecent oil discoveries in 
the deep water off west 
Africa have confirmed 
the area's potential as a 
world class oil-producing 
region, but company execu- 
tives and engineers say 
developing the discoveries 
will test the industry's tech- 
nical resources. 

A recent report horn Wood 
Mackenzie, the Edinburgh- 
based consultants, said 14 
potentially commercial deep 
water discoveries were made 
off west Africa in 1997. with 
estimated recoverable 
reserves of 2.8bn barrels. 

Three finds off Angola - 
Elf Aquitaine's Dalia field 
and Chevron's Quito and 
Landana discoveries - 
accounted for 94 per cent of 
the reserves found last year, 
according to the report. 

Several more big discov- 
eries have been announced 
this year, prompting John 
Browne, chief executive of 
British Petroleum, to declare 
that offshore Angola has 
“enormous potential”. He 
said the area has all the 
attributes of a “truly world 
class oil province”. 

Industry analysts specu- 
late that deep water off west 
Africa may produce as much 
as i.3m barrels a day by 2006 
or so, mainly from “tertiary 
plays”. These result from 
underwater rivers that cut 
channels into the sea bottom 
millinns of years ago. 


Geologists are keen to dis- 
cover evidence of ancient 
rivers that laid down mas- 
sive amounts of sand and 
short-lived algae in offshore 
“fans" that some experts 
believe may extend as fer as 
400 miles offshore. 

Wells in the most prospec- 
tive parts of such areas tend 
to flow at high rates, one of 
the most prized attributes of 
the deep water areas. 

The scale of the proposed 
developments off west Africa 
Is hi g hli g hted by Elf's activi- 
ties on Block 17 off Angola, 
where the Girassol field in 
1,400m of water will be one 
of the first deep water dis- 
coveries to be developed. 

Jean Luc Vermillion. Elf s 
exploration director, believes 
first production may be pos- 
sible by the end of 2000, 
although Elf is only now pre- 
paring to award detailed 
engineering and developing 
contracts. 

The challenge of such 
developments has led the 
French group, which has 
two other big discoveries on 
the same block, to devote 
more of its research and 
development efforts to 
understanding deep water 
reservoirs. 

A growing number of the 
1,200 or so scientists and 
engineers at Elf s research 
centre at Pau, south-western 
France, are working on such 
developments. 


Unlike many other leading 
international oil companies. 
Elf did not scale back its 
in-house R&D capabilities in 
the early 1990s, although 
that had more to do with the 
political sensitivities in 
France than to any insight 
Into the future scale of deep 
water developments. 

Nonetheless, the policy is 
now paying dividends, 
according to Gilles Rappe- 
neau. Elf s senior executive 
in charge of technology, as 
the company is not suffering 
from a shortage of experts 
that has plagued other big 
oil groups. 

E xploiting deep water off 
west Africa poses special 
technical challenges, 
however. Unlike the Gulf of 
Mexico, west Africa does not 
have an extensive shore- 
based support industry. Nor 
does It have a nearby market 
for natural gas, a by-product 
of oil extraction and one of 
the problems facing opera- 
tors in the region. 

Elfs experts say Block 17 
may have too much gas to 
reinject into the oil reser- 
voirs to maintain pressure. 
Given environmental opposi- 
tion to gas flaring, Elf is 
studying the possibility of 
injecting surplus gas into a 
non-oil bearing reservoir on 
Block 17. But that may not 
be possible at other deep 
water fields, and solving the 


gas problem is expected to 
become a pressing Issue in 
coming years. 

Elf believes improvements 
in the interpretation of seis- 
mic surveys will be critical 
to deep water success. “We 
tMnk that seismology is the 
key,” says Mr Rappeneau. 

The economics of deep 
water extraction underlines 
the importance of seismic 
interpretation. “Drilling 
costs in the deep water are 
high so you need to minim- 
ise the number of wells," 
says Jemel El Aydouni, a 
seismic expat at Pau. The 
key then is to maximise the 
productivity of individual 
wells, and that means you 
have to know the best place 
to send the drill bit” 

Two technical challenges 
are foremost in the minds of 
the explorers: selecting the 
best potential areas from 
maflwi of seismic data; and 
developing software to help 
geologists differentiate 
between oil, gas and. water 
before drilling takes place. 

Although the sea condi- 
tions and climate of west 
Africa are relatively benign, 
Elfs experts say the water is 
“frill of energy," with con- 
stant, though small, waves. 
But they say the depth of 
recent discoveries poses the 
biggest challenge: “The oil 
service industry is pushing 
the limits of existing equip- 
ment at 2.000m.” 
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COAL 

Wankie Colliery makes 
provisions for Zisco debt 

Wankie Colltary. Zimbabwe's sole coal produce, said tt . 
doubted state-owned Zimbabwe Iron and Steel Company 
(Zisco) would repay its debt to the mine, which more than 
doubted to ZS1 53.45m (USSSm) in the year to February. 

In a statement accompanying Wankie Colliery's latest 
accounts. Ngoni Kudenga. chairman, said the government . 
had urged the company to use restraint In calling in the Zisco 
riflht and the management had therefore decided to provide ; 

fully for It 

"AH efforts by Zboo to raise finance for working capita! to 
pay off the debt during the financial year ware unsuccessful," 
Mr Kudenga said. "In the circumstances the directors were 
unable to ascertain with confidence that the outstanding debt 
wfli be collected or whether Zisco wiH be able to sustain the 
weekly cash purchases." he said, referring to a payment 
arrangement that also failed. 

The Zimbabwean government has declared the loss-makir^j- 
ZiSGO. which runs sub-Saharan Africa's second largest steel 
works, a strategic c ompany and has contracted Chinese and 
German companies to help turn It round. 

Reuters, Harare 



GRAINS AND FEEDS 


Strike hits Danish trade 

Danish exports of grains, mainly wheat and barley, as welt as 
imports of feeds, mainly soyabeans, were at stands® for the 
eighth day running yesterday, according to a senior grains 
trade official. 

A widespread strike in Denmark has dosed the county's 
ports, and exports and Imports had been "at a complete 
standstill" since last Monday, sad Sven Trunshoej, managing 
director of the Danish Feed and Grain Trade Association. i 

Danish exports of wheat and barley total some 100,000 
tonnes each a month on average, for a combined annual 
grains exports volume of about 2m-2.5m tonnes. 

Reuters, Copenhagen 


OIL PIPELINE 

Iran 'best route to Caspian’ 

Bijan Namdar Zanganeh, Iren's oil minister, said In remarks 
published yesterday that Iren offered the most financially fea- 
sible o3 pipeline route linking the resource-rich Caspian Sea 
to Intern a tional markets. 

“Unless there are political considerations, all the talk about 
Caspian underwater pipelines doesn't make economic sense. 
Estimate s for the construction rrf these pipefines are about 
$3bn, where the construction of pipelines via ban is dose to 
$300m," Mr Zanganeh said. 

The US, which is seeking to Isolate Iran from the recant 
Caspian Sea oil rush In Kazakhstan, Turkmenistan and Azer- 
baijan, has pushed for the adoption of sub-sea routes con- 
necting the east of the sea to the West, thereby bypassing 
Russia to the north and Iran to the south. $ 

Reuters, Tehran 
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GRAINS AND OIL SEEDS 
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Santander Investment 


has acquired 

the core equity business of 


Peregrine 


The undersigned acred as financial advisor to ' 
Santander Investment. 


CROSBY 

CORPORATE ADVISORY 


AGENCY 0F UK REPUBLIC OF MACED0MA FOR 
TBAfBFORMATION OF ENTERPRISES 
WITH SOCIAL CAPITAL 

(Macedonian P ri v ati za ti on ftsancy) 

intends to privatize a group of large enterprises by sale to strategic 
investors. 

These emorprtsss ere in tea toOowf ng industrial sectors: 

M 04 refinery 
M Copper smritar 
M Produ ct ion of ferrous afioya 
M Lead and tane nwie . 

M TraBe plants 

M Production of freezing and coofcig devices 

In aider to implement these activities successfully, the Macedonian 
PrtvaBzatton Agency taiends to select and appoint a conaMig Mm wflh 
appropriate openance in pnvsttzrifen rare wa on s (sale and acqt i sH ms) . 
The consulting Ron selected will be ghen the task of prompting and 
afl uilu i g s t uitofc imuesrorstrtBrested In ftie respective t ma n omos . 

Each Expression of interest should include the company profile, financial 
ntcaors and experience in amfar jobs for Ihe last five yeare. 

The deadline tor submission of Expres si o n of interest (in written term 
onlyl IS May 30- T998, ISM AM focal Sine. 

r w a d dh onalBifnimaacn dBase write to: 

Agency d the fiapuMc of Macedonia for 
T ran sfor ma tion of Erdapnses with Sobs) Capital 
Mtofa Ifapeanw 7. 91000 Stopfc. Republic of Ma c e donia 
Fat +3899) I2BQ22 

hnp'.vwww. mpa. orgjnk E-mai. agency® mpacrgjnk 


Residential Property Securities 
NoAPLC 


£290,000.000 
Class AT Notes 


£180.000,000 
Class A2 Notes 


Mortgage Backed Floating Rate Notes 
due 2023 

In accordance wfth the provisions of the Notes, notice 
Is hereby given that for the three month period 
30th April 1998 to 31st July 1998, the Class AT Notes 
and Class A2 Notes will carry an interest rate of 
7.6460916 and 7.7210996 per annum respectively. The 
interest payable per £100.000 Note will be nr?JtR for 
the Class A1 Notes and £1,946.1 4 for the dassA2 Note. 

GREENWICH NATWEST 


FINANCIAL TIKES 

The FT can help you reach additional business 
readers in France. Our link erith the French 
business newspaper. Lea Echos, gives you a. 
unique recruitment advertising opportunity to 
capitalise on'the FTs European readership 
and to target the French business work]. 

For tofwrreafan on rales and farther detefe 
please telephone: 

Toby Ptodan-CroflE on +44 171 873 4027- 
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ACROSS 

l Poor Whiskey - a revolu- 
— titmary study (6) 

4 Do go - New Testament 
can create friendly fpfTWc 
(8) 

20 Promise to look after the 

body (9) 

11 Yam twisted only on mid - 
die of jenny (5) 

12 Cut supermarket charges 

to cover it (4) 

13 Booty left on board in wet 
blanket (10) 

15 Mi ght be hunted as game 
when young (7) 

16 Weep, young man; it’s all 
about aggressive teenagers 
( 6 ) 

19 Change into an oil (6) 

21 Rural Italy, say (7) 

23 Pbison two women. (10) 

25 Pretty reasonable (4) 

27 Time to muse (5) 

28 Departs shortly before vir- 
gin gets changed for strip- 
ping (3) 

29 Sucking up to one at 
death's door (8) 

30 As a bowler, begin to make 
progress (4^) 


down •••vv&r' 

1 Gambling permitted during* 

Journey (8) . . ^ 

2 It's taken away CQPs.jgb... 
0) • 

3 Archbishop's one way r .ta 

get out (4) ■ . - V* 

5 Weight problem? -Ddi£t 

stand Inside, follow. 
Instructions (7) ' . 

6 Food for Scandinavian -hi 
Oxford boat? (6,4) -. ~ 

7 Liverpool gives up bousing 
accommodation for fnufis- 
(5) 

8 One might swim one* given 

a period of time (6) ■- V . 

9 Bird publication cut down; 

on jumbled type (8) ' 

14 Compulsory and essential . 

peat of the score lines (10) ; 
17 Boycott gets a score ana 
it’s out! (9) 

18. Most, abundant elesnentJn 
spa resort - news in brief 
( 8 ) 

20 Stepped on wrong end -but 

walked on (7) . - 

21 Preserve fresh pea as soipe- 
thing savoury to eat (6) ' . 

22 Sailor posted missing® 

24 Left here originally .as a 

residence for Dalai "LaGM . 
once <5) - 

26 lift working provided K's 
way dry (4) - V>-- 

S S ^^ y>s prize on Saturday May 16- : 

Solution to yesterdays poize puzzle on Monday May 18. 
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EURO STATISTICS: a guide to the FT’s new service 


Monetary union 
bears brand-new 


family of figures 


Peter Martin outlines why the newspaper is providing fresh 
information for investors feeing a new single currency and its 
significance for the equity, bond and currency markets 


F or the Financial 
Times, today is the 
day that Europe's 
single currency starts to 
become real. After years of 
charting the preparations 
and debate, we begin dally 
publication of statistics that 
illustrate the new euro world 
- even before it comes 
officially into existence in 
January 1999. 

We are able to do this 
because last weekend's 
European Union summit 
finally confirmed that II 
countries will join Emu at 
the outset. It also fixed the 
bilateral exchange rates at 
which their currencies are 
supposed to be locked in 
January - althou gh -mar-hot 
pressures could change this 
This is therefore a good 
moment to start publishing 
data on Euroland’s equity, 
currency and fixed income 
markets, including a 
“synthetic" value for the 
euro itself. For details on 
how we have done this, and 
an outline of the tables we 
will be publishing every day 
on our new Euro Prices 
page, see the other articles 
in this special section. 

Hie “euro” prices we are 
publishing remain 
hypothetical, however - so 
for the moment we will also 
be using Ecus for some of 
the tables on this page. The 
Ecu is a basket of most EU 
currencies, including three 
which will not be members 
of the euro. It is dne to 
convert one-hvone into the 
euro in January 1999, and 
thus provides a helpful 
proxy in this interim stage. 
The impact of the euro 


goes beyond the mere 
creation of a new unit , of 
account, however. Because 
it is a crucial . step in 
the European Union's 
completion of a single 
market - . in financial 
services as well as In goods 
- it will bring about 
profound changes in the way 
Europe does business. 
Capital markets, both 
primary and secondary, wifi 
be particularly affected. 

Investors, from within the 
euro region and without, 
will change the way they 
value securities. Companies 
will change the way they do 
business, and in particular 
the way they manage their 
financial exposures. New. 
Europe- wide markets will 
come into existence, offering 
both issuers and investors a 
wider, deeper choice. 

These changes will not 
happen instantly - but some 
of them are already under 
way. and others will follow. 
Last weekend's fixing of 
bilateral exchange rates is 
an essential step in this 
process. 

The new financial 
statistics that the FT will be 
publishing every day, and 
the euro zone economic 
statistics to be published 
every week, wflh we hope, be 
a helpful guide to the stages 
of the transformation of 
European finanriai markets. 


Different markets will be 
affected In different w a y s : 


Cmraeote and queries about the FI’s 
imr statistics il m Srt brndSmlh 


Equities 

■ Europe's equity markets are 
already growing closer 
together. The advent of the 
euro wm be a decisive 
moment, however, for inves- 
tors in member countries. - 

They wifi have, in effect, a 
much wider home market 
their frame of comparison is 
no longer their national mar- 
ket, but the whole euro zone. 
They will be interested, 
therefore, in Industry sectors 
that span the whole region. 
Investors from outside the 
region wifi follow suit 

A new “super-league" of 
big European companies is 
already emerging in antici- 
pation. captured in the FTSE 
Eurotop 800 index' »y*d other 
rival pan-European indices. 

This super-league win not, 
however, be confined to euro 
zone countries - it will 
embrace companies in other 
European markets (such as 
the UK and Sweden) which 
are likely at some stage to 
enter Emu. From today, we 
will be publishing a daily 
listing of FTSE Eurotop 
stocks, priced in Ecus and 
arranged by industry sector. 

From January 1999. we 
will switch these prices to 
euros. The traditional Ti l tin g - 
of European stocks by coun- 
try, in local currencies will 
continue on other pages. 
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that spreads are changing. 

A key statistic for the mar- 
ket will be the yield curve on 
the benchmark Euro govern- 
ment bond. That curve, and 
the level of euro interest 
rates, will be influenced by 
the actions of the European 
Central Bank, in Frankfurt. 
Its policy-makers wiU be 
watching a new series of eco- 
nomic indicators which take 
the temperature of the euro 
zone. A new FT table of 
European economic indica- 
tors. to be published every 
Tuesday, mill capture those 
statistics. 

As the euro takes hold, 
government bond market 
conventions. currently 
widely different, will move 
Into line. New euro deriva- 
tive instruments - which we 
wifi carry on the Euro Prices 
page as they are introduced 
- will also contribute to 
making the government 
bond market udder, deeper 
and more liquid. 

Europe's corporate bond 
markets, which have lagged 
behind their government 
equivalents, and behind the 
US corporate bond market, 
will follow suit. 


Currencies 
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Bonds 


Existing government bond 
markets wfl} convert to 
euros at different paces. 


depending on Individual gov- 
ernment decisions. However, 
once national control over 
monetary policy disappears 
- definitively in. January 
1999 and de facto from last 


weekend — the way markets 
price these securities will 
change. 

Since there is no possibil- 
ity of currency depreciation, 
prices will no longer reflect 


that risk. Instead, they will 
adjust to price in the risk of 
default, something that was 
an impossibility as long as 
governments could always 
print enough of their own 


c urr e n cy to meet their obli- 
gations as they fell due. 

We are therefore publish- 
ing tables which compare 
euro zone government 
bonds, showing the way 


The euro will take Us place 
as one of the big three world 
currencies, alongside the dol- 
lar and the yen. It will 
become one of the yardsticks 
for non-member currencies 
such as sterling. The Euro 
Prices page will reflect these 
new relationships. 

The eight months between 
now and January 1999 are an 
interim phase for the euro. 
In some ways they are a 
dress rehearsal, since 
today's synthetic euro prices 
are not directly comparable 
with tomorrow's real ones. 
But in other respects, 
today's euro and Ecu mar- 
kets are the real thing, since 
the constituent currencies 
and economies of the euro 
zone are already moving in 
lock-step. 

The relationships - within 
the euro zone and outside it 
- which are captured in the 
new Euro Prices page will 
soon be as familiar to FT 
readers as today’s D-Mark or 
franc equivalents. The euro 
era has begun. 


The Challenge of Change... 
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EURO GUIDE: CURRENCIES AND BONDS 


CONVERSION RATES 

Giving currency 
a bit of history 

Wolfgang Munchau, Economics Correspondent, outlines 
how and why a ‘synthetic’ euro exchange rate will be calculated 


L ast weekend's 
announcement by 
European Union lead- 
ers of the bilateral conver- 
sion rates for the participat- 
ing currencies in economic 
and monetary union is an 
important step aimed at 
ensuring a smooth transition 
to the euro, the new single 
currency. 

The "pre -announcement" 
of the rates at which mem- 
ber currencies will be fixed 
against one another at the 
year-end is designed to min- 
imise the risk of market tur- 
moil in the run-up to Janu- 
ary 1. when Emu Is formally 
launched. However, the 
strategy is Tar from risk-free. 

The pre-announcement 
relates to the relative 
exchange rates of the II 
Emu participants, not to 
their rates against the euro. 

The only certainty at this 
point is that the Ecu. the 
basket of 12 existing EU cur- 


rencies - those of all IS EU 
countries except Finland. 
Sweden and Austria - will 
convert to the euro at a rate 
of one for one. 

However, the euro will be 
composed of a different 
group. The British pound, 
for example. Is included in 
the Ecu basket, but the UK 
will not be part or Emu. The 
Austrian shilling is not part 
of the Ecu basket but Aus- 
tria will be part of Emu. 

This has given rise to 
what economists refer to as 
an indeterminacy problem: 
the rate of the euro against 
external currencies, and the 
final conversion rate for "in 
currencies,” cannot be calcu- 
lated today. A strong fluctu- 
ation of the pound against 
the dollar on December 31. 
for example, would filter 
into the ecu/dollar rate and 
subsequently on the euro / 
dollar rate. 

Another stipulation in the 


Maastricht Treaty adds to 
the difficulties: the treaty 
stipulates that Emu must 
not result in a change in the 
external value of existing 
currencies. This means in 
practice that the opening 
value of the D-Mark or the 
French franc against the dol- 
lar on January 4. 1999. the 
first trading day in the new 
year, must not differ signifi- 
cantly fi-om the closing 
value as of December 31. 
1998. 

This means that EU 
finance ministers will only 
be able to announce the 
bilateral rates formally next 
January. So last weekend's 
announcement Is therefore a 
□on-binding intention only. 

The markets could in the- 
ory speculate a currency 
away from its “pre- 
announced” rate on Decem- 
ber 31 and thereby force 
finance ministers into 
choosing that rate as the 
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conversion rate This could 
give rise to a series of dis- 
concerting and destabilising 
last-minute scenarios. 

At present, there is no hint 
of pending speculation in the 
currency markets, as the 
market rates trade close to 
the pre- announced conver- 
sion rates. Nor do currency 
strategists expect any tur- 
moil during the interim 
period. 

Central bankers hope that 
the markets remain in a co- 


operative mood for the next 
eight months. Any specula- 
tion is bound to be counter- 
acted by heavy central bank 
intervention. The support 
that central banks will lend 
to each during the interim 
period will be stronger than 
under the existing arrange- 
ments of the Exchange Rate 
Mechanism. 

But while real euro 
exchange rates cannot be 
calculated today, it is possi- 
ble to construct a “synthetic 


euro," the main purpose of 
which is to plug one of the 
biggest gaps the new cur- 
rency will have when it is 
bom on January 1. 1999: a 
lack of history. 

From today until the end 
of this year, the FT will be 
publishing its own synthetic 
euro, wU^iiafed by the index 
specialist, FTSE Interna- 
t ional _ 

To calculate a euro value, 
one has to construct a bas- 
ket of currencies in a similar 


way to that used for the Ecu 
today. But the inclusion of 
non -Ecu countries (Austria 
and Finland) in the euro. 
■and non-participation of Ecu 
members (notably Britain) 
complicates matters. 

There are various ways to 
solve this problem and the 
approach adopted by FTSE 
International, using forward 
dollar rates and GDP weight- 
ings, is described in a sepa- 
rate article below. 

Mark Cliff e. Internationa] 


economist at HSBC in Lon- 
don, which has calculated 
several different synthetic 
euro rates using different 
inputs, says: "History is the 
most important aspect of the 
synthetic euro because it 
gives you benchmar k^ 
gives an interesting steer <r\ 
volatility. But for people 
who wont to look at the level 
of the currency it is not par 
ticulariy useful. It is more 
useful in economic analysis 
because economic models 
are more concerned about 
relative changes than abso- 
lute levels.” 

Certainly, data on the syn- 
thetic euro must be hedged 
around with warnings: this 
is not a real currency and it 
should not be relied on a pre- 
cise indicator of the euro's 
level on January 1, 1999 . 

What it can do i$ give a 
broad indication of the 
euro's relative strength, and 
direction and volatility 
against other currencies, fill- 
ing the information vacuum 
which would otherwise exist 
ahead of January 1 . 

The Euro is likely to 
become a significant interna- 
tional reserve currency. The 
share of the dollar in inter- 
national currency reserves 
has been steadily failing - 
fixes 76.1 per cent in 1973 to 
63.3 per cent in 1994, while 
the share of the D-Mark has 
been rising. The new cur- 
rency is expected to acceler- 
ate the trend. 
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Synthesising 
exchange rates 

This table is designed to show 
the exchange rate of a 
“synthetic" euro currency, 
calculated by FTSE 
International for the Financial 
Times, against various other 
currencies. 

Some warnings are 
necessary: since the euro will 
not exist until January 1, and 
Its precise value cannot be 
calculated until then, the FT 
synthetic euro is a purely 
theoretical calculation, 
designed to show the 
broad trend of the 
euro's value against other 
Currencies. 

The only certainty Is that 
one Ecu will be equal to one 
euro on January 1. But since 
the currencies in the Ecu 
basket are not identical to 
those that will make up the 
euro, the bilateral exchange 
rates announced at last 
weekend's EU summit are not 


a clear guide to year-end 
exchange rates between the 
Ecu and euro currencies. 
They should, however, 
help condition market 
expectations. 

Given these limitations, 
analysts have devised various 
ways to calculate a synthetic 
euro. There is no definitive 
methodology, but a 
substantial body of opinion 


prefers a system which pools 
and weights the national 
currencies of euro "in* 
states. 

The methodology used by 
FTSE involves using fixed 
amounts, or weights, of each 
'in'* currency and converting 
them into an external 
reference currency - the 
dollar - at current exchange 
rates. The dollar amount of 


each component currency Is 
added up to give an overall 
Ecu/dollar value. 

A key question is how to fix 
the weights, given that the 
Ecu includes "out” countries 
(UK. Denmark and Greece) 
and excludes "in" countries 
(Austria and Finland). 

We have used GDP weights 
and applied them to the 
forward Ecu/dollar rate for the 
end of 1998 - reflecting 
market expectations of the 
Ecu's value at the inception of 
the euro - to produce for 
each currency a weighting 'm 
US dollars. That weighting is 
then multiplied by a dollar 
exchange rate - that 
prevailing at last weekend's 
EU summit - to determine the 
amount of each component 
currency in the euro 
basket 

The basket is then 
converted into a dollar 
amount using each currency's 
prevailing dollar exchange 
rate, and added up to give a 
prevailing exchange rata 


Tracking interest 
and currency rates 

This table is designed to show 
the extent to which currency 
and short-term interest rates 
among the “in" states are 
converging in the run-up to 
Emu. It uses the D-Mark, the 
core Emu predecessor 
currency, as its point of 
reference and tracks 
convergence on German 
rates. 

The starting point is the 
bOateral conversion rates for 
each In” currency against the 
D-Mark set by the EU last 
weekend. This shows the 
bilateral rates which are meant 
to prevail when the currencies 
convert to euros on January 
1. In practice, the final rates 
will be influenced by market 
realities, and It remains 
unclear to what extent market 
sentiment and economic 
reality can be steered into 
line over the next eight 
months. 


Some analysts think market 
rates will move rapidly into 
line with the fixed bilateral 
rates. Some think this could 
be proton ged. There is also a 
chance of a speculative attack 
on weaker “in” currencies in 
the transition period. 

This table, calculated for the 
FT by The WM Company, will 
chart these fluctuations, as 
well as the forward interest 


rates implied by the exchange 
rates for the year-end, when 
the euro Is introduced. 

Column one lists the “in” 
countries, with Germany fisted 
at the bottom since it has the 
reference currency. 

Column two shows the 
bilateral rates for each 
currency against the D-Mark 
fixed by the EU last weekend. 

Column three shows the 


actual market exchange rate 
for each currency at the ] 
aid of the latest day of 
trading. 

Column four shows the 
difference between the fixed 
and market rates, expressed 
as a percentage. 

Column five shows the 
percentage difference a week 
ago. 

Column six shows the 
forward exchange rates to 
December 31, the day before 
the euro is launched, 
interpolated from market 
quotes. 

Column seven shows the 
forward interest rates for the 
same date Implied by 
those forward exchange rates. 

Column eight shows the 
difference between the 
implied forward interest rates 
and D-Mark forward interest 
rates for December 31 . The 
D-Mark forward interest rate is * 
calculated by interpolation ™ 
between published British 
Bankers’ Association (BBA) 
market quotes. 


BONDS 


Euro equivalent to 
stepping on the gas 

Edward Luce sees the disappearance of currency volatility 
providing a spur to US-style growth for Europe’s bond markets 


Benchmark yields 

% 


I t has become almost a 
cliche to predict that 
European monetary 
union will result in the 
Americanisation of Europe's 
capita] markets. Like many 
cliches, however, this one is 
based upon firm ground. 

Whether it takes 12 
months or five years to 
achieve, few serious players 
in the European bond mar- 
kets doubt that it will come 
to increasingly resemble its 
US counterpart 
The disappearance ini- 
tially of 10 currencies will 

automatically remove cur- 
rency risk for a large and 
liquid pool of funds cur- 
rently restricted to domestic 
markets. The effects, many 
of which ;ire already appar- 
ent. will he manifold. 

First, and most impor- 
tantly. the removal of cur- 
rency risk for cross-border 
investments within the euro- 
zone will create a market to 


rival the size of the US bond 
market No longer will Ger- 
man pension fund managers 
or French Insurance compa- 
nies be restricted to a diet of 
mostly domestic government 
bonds and related securities. 

At a stroke, institutional 
investors such as these will 
be able to buy Italian or 
Finnish government bonds 
without having the headache 
of worrying about currency 
volatility. As a result, gov- 
ernments will be forced to be 
much more investor friendly 
than in the past 

This will include the intro- 
duction of much more trans- 
parent auction programmes, 
the advent of hilly-fledged 
strip trading on government 
paper and a further opening 
of the auction process to for- 
eign participation. 

Paradoxically, however, 
the same process will 
increasingly push portfolio 
managers into buying non- 


government paper. Since a 
large proportion of fund 
managers' returns are 
derived from favourable cur- 
rency fluctuations (continen- 
tal holders of UK gilts, for 
example, have benefited 
from the recent appreciation 
of sterling), investors will 
increasingly be forced to 
look at paper with a lower 
credit rating If they want to 
outperform their indices. 

The second effect of Emu, 
therefore, will be the cre- 
ation of a fully-fledged corpo- 
rate bond market. Similar to 
the US. this will include the 
growth of a Junk bond - or 
high-yield bond - market as 
investors move down the 
credit curve in search of 
higher returns. 

Primarily, though, the 
market will be dominated by 
investment grade companies 
with ratings of BBB minus 
or higher. This will trans- 
form the character of 
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Europe's capital market. 
“The mantra for investors 
will be “moving down the 
credit curve’," said John 
L angton, chairman of the 
International Securities Mar- 
kets Association. “That is 
the only way investors will 
get decent returns." 
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Third, Emu will lead to the 
creation of a completely new 
set of benchmarks. In the 
fixed-rate sector this is likely 
to be based upon the Ger- 
man government bond curve 
which is considered the most 
creditworthy and liquid of 
the 11 first-wave entrants. 
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Nevertheless, the French 
Treasury is putting up a 
strong fight to claim at least 
part of the yield curve. As an 
adjunct to this, it plans to 
issue inflation-linked bonds. 
French government bonds 
are also much more liquid 
thaw their German counter- 


parts at the short-end of the 
yield carve. The result could 
be a mixed yield curve or - 
an increasingly popular 
choice - a swaps curve 
based on the rate at which 
the market switches floating 
rate funds into fixed-rate 
paper. 


Market participants also 
expect a fierce battle for the 
benchmark In the floating 
rate sector. Here the choice 
is comparatively simple: 
Euro Libor, based on the 
London inter-bank offer rate, 
versus Euribor, an alterna- 
tive French-sponsored refer 
ence rate which will be cal- 
culated from a much larger 
pool of banks. The European 
Central Bank, which will 
police banks' reserve 
requirements, bolds the key 
to this contest 

Another related develop- 
ment arising from Emu will 
he the growth of more 
sophisticated transactions 
such as securitised bond /] 
issues and project finance 
bonds. As both investors and 
companies become more 
bond-friendly, the skills and 
resources devoted to more 
complex structured instru- 
ments will grow. 

As part of its commitment 
to covering the development 
of Europe's bond market, the 
FT will publish a series of 
dally tables and graphs. This 
wil] include a graph showing 
the German and Ecu yield 
curves, government bond 
spreads against the Ecu for 
both “in" and “out" EU 
countries, and a series of 
benchmark credit spreads of 
leading European issuers. 
Detailed daily coverage will ^ 
also continue on the capital 
markets page. 


Preparing for a 
stream of issues 

This table underlines the fact 
that the euro area is expected 
to see an explosion of 
corporate bond issuance 
denominated in the new 
currency. 

Increasingly, the eurozone 
fixed-income market is likely 
to resemble the US. with 
established bonds which set 
benchmarks tor the sector as 
a whole. 

Very few bonds have yet 
been Issued directly in euros, 
so this table aims to give a 
broad overview of the price 
and yield of some high-profile 
euro- related issues by 
governments and corporates. 
It is divided into three 
sections: 

• Sovereign fungible 
bonds: Bonds issued by Emu 
“in" governments in various 
tranches designed to be 
fungible - exchangeable on 
identical terms - into one 
large euro Issue on January 1. 
Until then, they pay in the 
currency of the tranche, 

• Euro issues; Bonds, 
Issued by corporates and 
others, which ere already 
denominated in the new 
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currency but are payable in 
Ecu until January 1. 

• Ecu issues: Bonds, 
originally issued in Ecus, 
which win convert to euros on 
January 1, when Ecu are 
convertible Into euros on a 
one-to-one baas. 

Column one shows the 

issuer of the bond. 

Column two shows its 
maturity - when its nominal 
value will be repaid. 

Column three shows the 
bond’s coupon - the 
nominal rate of interest Ji 
pays. 

Column four shows how the 
bond is rated by Standard & 


Poor’s, the credit rating 
agency. 

Column five shows the 
latest bid price - a trader's 
buying price - for the 
security. 

Column six shows the 
interest yield payable by toe 
bond at the bid price. 

Column seven shows toe 
day’s change in yield. 

Column eight shows the 
month's change in yield 

Column nine shows the 
spread, or differential, 
between the yield or the bond 
and toe yield on a top-rated 
benchmark, in this case 
Government Ecu bonds. 



The new picture 
of credit risk 

This table Is designed to 
reflect the tact that the new 
eurozone currency area w 8 l 
form a single bond market 
which will start to attach 
similar yield spreads to bonds 
representing similar credit 
risks. 

At present, currency carries 
great weight when assessing 
the riskiness of bonds in 
Europe, but after the 
introduction of the euro, the 
credit markets in the "In" 

Showing degrees 
of convergence 

This table is designed to show 
the degree of convergence 
between government bond 
yields in the months leading 
up to the launch of the 
euro. 

It shows the spread, or 
differential, between the yield 
on Ecu bonds and treasury 
bonds for each of the Emu 
“in’ countries at the main 
pokits on the maturity 
awe. 

Ecu bonds win convert Into 


coLffitries wffl become more 
tike tin unified US market, 
where the emphasis is on toe 
risk attached to an issuer 


bonds denominated rn euros 
on a one-far-one basis at the 
start of next year. 

A separate section shows 


with a certain profile. 

It Is too earty to say which 
bonds will be the most 
representative at each point of 


toe yield spread for the 
“outs” - toe four European 
Union member states which 
are not Joining monetary 


credit risk but our table, 
complied by Interactive Data, 
part of the FT Group, aims to 
show credits which are 
broadly representative of the 
ratings band in which they sit 

Column one fete the 
corporate or other issuer of 
the bond. 

Column two shows the 
credit rating assigned to the 
issue by Standard & Poor’s, a 
leading rating agency. The 
ratings run from the best 
AAA, dawn to BB+. a 
sub-investment or junk bond. 

Column three shows the 
maturity of the bond - the 


union at its Inception. 

Yields on bonds of toe Tn" 
countries have converged 
strongly in the run-up to Emu 
but a further narrowing of 
differentials « likely In the 
months before the Jaiuary 1 
launch of the euro. However, 
spreads on the “out* 
currencies are likely to remain 
relatively wide. 

The tabic comes from 
Interactive Data, part of the FT 
Group, which specialises in 
fixed-income information and 
constructs synthetic yield 
curve®. It calculates constant 
maturity treasury yields - 


date at which the nominal 
amount of the loan Is due to 
be repaid. 

Cotumn four shows the 
coupon, the nomfaial rate of 
Interest payable. 

Column five shows the Emu 
member currency In which the 
bard was issued. 

Column six shows the yield 
spread, or differential, of the 
bond compared with a credit 
benchmark. We have chosen 
the Ecu government bond 
yield curve. Ecus w3l be 
convertible into euros on a 
one-to-one basis at the start 
of next year. 


smoothed so that the maturity 
periods of bonds are exactly 
the same, and thus 
comparable - across the yield 
curve for every currency, 
ft then compares these yields 
with those for the constant 
maturity Ecu curve. 

The table goes from 
government paper with a life 
Of two years out to bonds 
wfth a Pfe of 30 years. In 
cases where governments 
have not issued such very 
long-dated instruments, 
Interactive Data extrapolates 
toe figures to fill out toe 
curve. 
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EURO 


The single European currency will present you with 
a wealth of financial opportunities. 


CLEAR 


The advantage to you of having a single huh that offers access 
to these opportunities to, from, and within Europe. 
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The Euroclear System is uniquely positioned as your premier hub for 
securities settlement, custody, and collateral management. 


You benefit from a. single entry point to the provision of real-time, multi-instrument, 
cross-collateral settlement in the single currency. 

There’s no simpler way to manage your transition to the euro and exploit the opportunities 
while further reducing risk and saving money. 


The advantages couldn’t be clearer. 


www.euroclear.com 


Euroclear 

TRANSACTIONS SPEAK LOUDER THAN WORDS. 
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It appears that 
the euro has 
united Europe 
after all. 

Soon, well all be using the same 
currency. Right now though were all 
just asking the same questions. 
Luckily, on IBM's euro website, the 
answers an* at hand. Whether y ou need 
an introduction to EMI', an explanation 
of how it will affect you or examples 
of how IBM can help you prepare 
for the changeover, visit it today. 



www.ibm.com/euro 



Solutions for a small planet 


E URO G UIDE: EQUITIE S AND ECO NOMIC DATA . 


EQUITIES 


Indices line up for 
benchmark battle 

Simon Davies, Capital Markets Editor, takes a look at the 
parties contesting for top place in the Pan-European parade 


FTSE Hardtop tQQ 

Wat ' : ’ 1- 


T he eleven-member 

Emu-bloc will have a 
combined stock-mar- 
ket capitalisation of about 
$3.300bn, making it the sec- 
ond largest stock market in 
the world. But it will still be 
a long way from being a gen- 
uine regional stock market. 

One impediment may have 
been removed with the cre- 
ation of a single currency, 
but plenty more win remain, 
from tax and regulation to 
cultural sensitivities. 

But a substantial psycho- 
logical barrier will have 
been breached, and it is only 
a matter or time before 
investors move beyond their 
traditional domestic bench- 
marks. towards a pan-Euro- 
pean approach. 

The birth of the euro has 
also increased the potential 
rewards for success in pan- 
European equity investment. 
Tight fiscal policies and the 
convergence of bond yields 
around those of German gov- 
ernment bonds have meant a 
collapse in yields in Italy 
and Spain, and declining 
yields throughout the Conti- 
nent. This is driving a 
switch of investment from 
government bonds into equi- 
ties. 

In March alone. $6.8bn 
went into Italian equity 


mutual funds. Morgan Stan- 
ley estimates that annual- 
ised equity mutual hind In- 
flows in the year to date are 
S94im in the seven countries 
it tracked: France, Germany, 
Italy. Spain. Sweden, Swit- 
zerland and the US. Three of 
these are not going to be 
part of the first wave of 
Emu, but the growth rate in 
the four countries that will 
be, has been Ear higher. 

Mark How die. European 
equity strategist at Salomon 
Smith Barney, argues that 
the euro-zone stock market 
could grow from $3£00bn to 
$7,500bn in current money 
terms in the next decade, 
even without any increase in 
valuations. 

He assumes just a 5 per 
cent annual increase in 
share issuance - the c urrent 
growth rate - and a 0.4 per 
cent annual increase in 
return on equity. 

And since the euro will 
Improve comparability 
between European compa- 
nies, it should increase pres- 
sure on them to improve 
returns. 

The increasing size of the 
single currency market is 
going to create considerable 
pressures for change. Institu- 
tional investors will demand 
lower dealing costs for 


switching between 
exchanges, and investors 
will increasingly require 
fund managers to beat pan- 
European benchmarks, 
rather than local 

Previously, restrictions 
such as the 85 per cent rule 
governing the currency 
matching of assets and lia- 
bilities for insurance compa- 
nies in a number of Euro- 
pean countries, prevented 
such an approach. Much of 
that will change on January 

L 

With more, than 50 per 
cent of fund managers polled 
In last year's Merrill Lynch 
survey saying that they 
would change to a pan-Euro- 
pean benchmark, 1998 is 
shaping up to be the year of 
the battle of the indices. 

Steve Malinowski, director 
of the portfolio strategies 
group at Merrill Lynch, said: 
“There has been a large 
amount of euro-r elated 
transactions, as people 
restructure away from 
domestic portfolios." 

It may be a growth mar- 
ket, but there dearly la not 
room for the growing num- 
ber of index providers to be 
highly successful. 

One of the key battle- 
grounds will be in the 
futures markets, where 



4 


(# 




FTSE International, owned 
by the Financial Times and 
the London Stock Exchange, 
is pitting itself against Dow 
Jones. 

The aim Is to develop the 
pan-European equivalent to 
the FTSE 100 or Dax indices. 
The London International 
Financial Futures and 
Options Exchange has 
announced that it plans to 
launch contracts based on 
the Eurotop 100 index, 
formed by FTSE and the 
Amsterdam Exchanges, on 
May 12. Eurotop has . created 
100 and 300 stock indices for 
both the Euro bloc and 
Europe. 

Meanwhile, its European 
arch-rival Deutsche Tenxxin- 
bdrse is to start trading in 
Dow’s Stoxx indices on June 


22 , along with the French 
and Swiss futures 
exchanges. Stoxx is offering 
Euro and European 50 stock 
indices. It also has a broader 
Euro index with more than 
300 companies, and a pan- 
European index with about 
600. 

Mr Malinowski said: “In 
order for either set of futures 
contracts to be successful, 
one would have to see the 
development of a liquid 
in dex ar bitrage market" 

FTSE International will be 
competing, via its FT/S&P 
Actuaries indices, with MS& 
and the broader Stoxx indi- 
ces for dominance among 
institutional fund managers 
for more complex portfolio 
benchmarking . 

Here, benchmarks need to 


offer broader representation 
Of the underlying markets 
than a retail index, which Is 
more concerned With the 
ability of investors to arbi- 
trage between the future and 
the underlying stocks in the 
index. 

Given the cost to fund 
managers of switching 
benchmarks, and the ongo- 
ing barriers to genuine pan- 
European investment, the 
victors in this battle may 
take a long time to emerge. 
Mr Howdle said: “I think 
that by the year 2005 we will 
have one fantastically deep 
and liquid euro bourse with 
most European companies, 
and it will have erne mighty 
main index." That leaves 
room for an awful lot of dis- 
appointment 
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FTSE Eurotop: real-time equity 
indices covering the European market 


This table covers in detail the . 
daily movements of the FTSE 
Eurotop group of indices, 
which have been crested to 
give investors a wide-ranging 
family of “real-time 0 equity 
indices covering the European 
market 

The Indices are managed by 
FTSE International, a 
specialist index company 
jointly owned by the Financial 
Times and the London Stock 
Exchange. FTSE International 
also manages the FT/S&P 
World index, a leading global 
index against which fund 
managers benchmark their 
performance, and the UK's 
FTSE 100 and Actuaries 
All-Share indices. 

Monetary union will mean a 
revolution in the way fund 
managers regard Europe. With 
the elimination of currency risk 
among founder Emu states, 
investors wiH place less 
emphasis on their exposure to 
countries. They wfll become 
more concerned about their 
weighting in particular sectors 
- either within the Eurobioc or 
across Europe as a whole. 

They will also become more 
concerned about hedging their 
exposure to European 
markets, using futures and 
options derivatives contracts 
based on indices calculated in 


"real time" - in other words, 
continuously throughout the 
day. 

The FTSE Eurotop indices 
address these needs. They 
will be expressed In Ecu until 
next January, when they wffl 
automatically switch to euros. 
They consist of: 

* The Eurotop 300 index 
This covers the 300 largest 
companies In Europe - 
whether they belong to Emu 
countries or not - and 
represents about 70 per cent 
of the region's market 
capitalisation. Constituents are 
reviewed quarterly. The index 
includes a number of regional 
sub-indices - for example, 
one covers only companies 
within the Eurobloc - and Is 
broken down into economic 
groupings (broad areas of 
industrial activity) 

and individual industrial 
sectors. 

* The Eurotop 100 Index 
This is designed specifically 
for derivatives, which need 
to be based on baskets of 
very liquid, easily tradeable 
stocks. 

It covers 100 leading 
companies and is composed 
to make it representative of 
major European stock 
exchanges. Each eligible 
country Is allocated a 


weighting In the index, based 
on its exchange capitalisation. 
Individual stocks are then 
Included on the basis of their 
share trading volume over the 
past three years. Constituents 
are changed once a year. 
Yesterday FTSE launched a 
Eurobloc 100 index. 

Beading across the table, 
column one shows the name 
of the Index, or sub-index; 
column two shows the dosing 
value of the Index, expressed 
in Ecu, on the date shown In 
the top left-hand comer; 
column three shows the day’s 
percentage change in the 
index; and column four shows 
the same change, expressed 
in points. 

Column five shows the 
Index's gross yield - the 
untaxed dividend yield 
produced by constituent 
companies. Column six shows 
the ex-dividend' adjustment 
year to date. Whan a 
company, pays a dividend, its 
shares usually drop by an 
equivalent amount This ba the 
ax-dMdend adjustment The 
figure allows the investor to 
track the flow of income on a 
portfolio. 

Column seven shows the 
total return delivered by Index 
constituents - the 
combination of capital gains 
through changes in share 
prices and Income from 
dividends reinvested in the 
stock market 


ECONOMIC STATISTICS 


Financial data for 
FTSE Eurotop 300 

This table shows the share 
prim and other IhancW data 
for afl the constituents of the 
FTSE Eurotop 300 index. 
Companies in this Index, and 
in the smaller Eurotop 100, 
are Broly to emerge as 
members of a new 
“super-league" of leading 
European businesses as fond 
managers focus more on 
investing across the continent 
The FT already prints the 
share price of these 
companies, expressed in local 
currencies, on our World 
Stock Markets and London 
Share Service pages. 
-Whatthen, fe rrif ffer ari t about- ; 
this new table? 

*tt brings together an the 
companies in the 300 index in 
a single place. 

* Sara prices are 
expressed bn Ecus, rather than 
the local currency, allowing 
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companies included in them, 
are the official ones .■ 
established for the FTSE 


share price multiplied by the 
number of shares in issue - 
and the volume of trading in 


easier comparisons. Ecus vriO 
be exchangeable Into euros 
on a one-to-one basis from 
the start of next year. 

* It groups companies by 
sector, rather than country. 
Fund managers are 
increasingly focusing on the 
comparisons between 
European companies in the 
sane sector when making 
investment decisions. The 
sectors shown, and the 


indees by a committee of 
independent experts. 

ft indicates which . 
companies are domiciled in 
Emu founder member 
countries and which are from 
outside the Eurobioc. "In" 
countries are marked in bold. 

“It includes additional 
financial data which has not 
always been shown in the FT 
for all these stocks: market 
capitalisation - the company's 


the shares on the latest 
trading day. 

“The final column shows the 
share's yield - the company’s 
annual dividend income 
expressed as a percentage of 
its share price. Note that the 
yield figures are gathered from 
local stock exchange data 
and, given different statistical 
methods, are not necessarily 
comparable across national 
boundaries. 


Eurotop-driven 
derivatives data 

New derivatives contracts 
relating to the Eurotop Indices 
are being launched on May 12 
and the FT wiH cany details of 
both. Uffe, the London 
International Financial Futures, 
and Options Exchange, wffl 
launch a futures contract 
based on the Eurotop 100 
index. 

AEX, the Amsterdam 
Exchanges, will launch an 
options contract on the same 
index, tt is a Eiropean-styte 
option, which means it may 
not be exercised before the 
last trading day. Both wffl be 
denominated in Ecus; 
switching to euros from the 
start of January. 

The FT wiU also include 
details of the first derivatives 
contract to be dsnomfoated fin 
euros, which was launched by 
Ltffe or April 30- It covers 
three-month euro Interest 
rates - expected to be the 
most heavily traded 
instrument after monetary 
union. It has the same deflvery 
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and pricing characteristics as 
the existing Euromark futures 
and EuroUra contracts, so 
trading in both can merge 
smoothly Into one market after 
January 1. 

FT tables of futures, 
contracts, reacting from left to 
right, include the month In 

which the contract will finals 
be settled; the opening price 
of the contract on the latest 
day of trading; the settlement 
price, the dosing price used 


for determining profits and 
losses for marking accounts 
to market; the day's high and 
low prices; the trading 
volume; and the open interest, 
the sum of oustanding long 
and short positions, which 
gives an indication of market 
depth. 

Op tions tables show the . 
premiums for put and call 
options with a range of 
different striking prices and 
maturities. 


Riding on the key indicators of Euroland 


By Wolfgang Mfincftan, 
Economics Correspondent 

F rom this month 
onwards, the Financial 
Times will publish key 
economic statistics which 
treat “Euroland" as a single 
economic entity. 

The statistics will appear 
on the World News pages in 
section one each Tuesday, 
and will include the main 
economic indicators - 
growth in gross domestic 
product, inflation, unemploy- 
ment, industrial production, 
retail sales, money supply 


and the current account - to 
give readers a regular and 
up-to-date picture of the cur- 
rent state of the economy. 

The data will come from 
Eurostat, the statistical 
office of the European 
Union, and the European 
Central Bank (ECB), which 
will formally set up office in 
Frankfort this summer. 

Eurostat already publishes 
a whole range of social and 
economic data for the 15- 
member European Union. 
From this month onwards, 
Eurostat will add a subjec- 
tion treating the 11 partici- 


pating countries in Emu - 
the 15 EU members thItwmi 
the UK, Denmark, Sweden 
and Greece - as a separate 
entity. 

With thin Infamnitinn, the 

Luxembourg-based Eurostat 
will propel itself from rela- 
tive obscurity Into a statisti- 
cal office that captures the 
headlines. However, Emu 
will not obliterate national 
statistics offices. They will 
continue to provide the 
domestic data that win enter 
into the Em” f-glmlyfirma . 

One' of the. most .keenly 
watched series will be Euro- 


stat’s release of consumer 
price inflation data - based 
on a harmonised foripy Th?g 
will be the inflation rate to 
be targeted, or at least moni- 
tored. by the fixture Euro- 
pean Central Bank (ECB), 
which Is committed to main- 
taining price stability. 
National inflation rates will 
continue to exist, but they 
win cease to have immediate 
policy implications in the 
w ay th ey do now. 

Will the Europeanisation 
of statistics render national 
data obsolete? Over time, 
they are likely to become 


less Important, but in the 
early years of Emu there is 
bound to be interest In the 
data's relative dispersion. 
Strong variations in the 
inflation rates inside the 
Emu-zone could point 
towards strains. 

It is also possible markets 
will continue to take a spe- 
cial interest la the German 
inflation rate, since it mi ght 
serve as a proxy for the 
Emu-wide inflation rate, 
given the weight of the Ger- 
man economy in the group. 

The other statistics of 
interest win be the monetary 


data to be published by the 
ECB. No decision has yet 
bom taken on whether the 
EGB will pursue a monetary 
target, in line with the Bund- 
esbank's current approach, 
or whether it will pursue a 
strategy of target- 

ing. 

It is expected that the two 
approaches might run side- 
by-side in the initial phase of 
Emu. Analysts will be 
watching how stable the 
Emu-wide monetary aggre- 
gates prove, and whether 
they wiH be suitable as a . tar- 
get variable. 
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" Eurotop shrugs off EU dispute 
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EUROPEAN OVERVIEW 

By Martin Dickson, 

Ftoancial Editor 



Trans-European stock 

indices rose yesterday as 
investors shrugged off the 
European Union’s weekend 
summit wrangle over the 
appointment of the president 
of the European Central 
Bank and took their cue 
from gains on Wall Street. 

The FTSE Eurotop 800 
index closed at 1 .23628, up 
1.25 per cent, while the nar- 
j| rower Eurotop 100 index rose 
to 2J330.90, up 1.87 per cent 
The EU dispute over the 
term of Wim Duisenberg, the 
ECB's first governor, 
prompted early weakness in 
the bond market, amid spec- 
ulation that Germany, the 
core setter of interest rates 
among the Emu “in" coun- 
tries, might raise rates soon 
to counter any blemish an 
the ECB's credibility. 

German bunds - the 
expected Emu area bench- 
mark bond - dipped initially 
but in afternoon trading the 
10-year bond stood around 
101.16, up 0.20 from late 
Thursday. 

« Eurotop 300 Eurobtoc . 
y into 



More favourable macroeco- 
nomic news came from Euro- 
stat, the EU*s statistical ser- 
vice, which announced 
provisional annual i n flati o n 
in the 11 Emu states was 12 
per cent in March, 
unchanged from February, 
compared with an estimated 
L5 per cent a year earlier. 
The statistic is likely to be 
one of the key indicators 
watched by the ECB. 

However, European equity 
markets, mostly closed last 
Friday for the May Day holi- 
day, were focused yesterday 
on following through Wall 
Street's Friday rally and the 
further gains yesterday In 
early New York trading. 
London was closed yesterday 
for its May Day holiday. 

Among FTSE Eurotop 
industrial sectors, particu- 
larly strong performances 
came from construction, up 
3.04 per cent to 1,03037, and 
automobiles, up 236 per cent 
at 102256. 

The automobile sector was 
helped by a flurry of 
announcements on April car 
sales, among others from 
Renault and Peugeot of 
France. Volvo announced 
April sales up ll per cent, 
while Daimler-Benz reported 
sales iQ) 24 per cent in the 
first four months of the year. 

Weaker sectors yesterday 
included extractive indus- 
tries, property and tobacco. 

Among electronic and elec- 
trical companies. LM Erics- 
son dosed down Ecu 2 at 
Ecu 47.73,but Schneider of 
France roee Ecu 4J. to Ecu 
7224 on hopes of good fig- 
ures and Alcatel Alsthom 
was up Ecu 5.1 to Ecu 17423. . 

Gfenferale de Banque of Bel- 
gium was up Ecu 14.1 at Ecu 
539.72 as the board met to 
consider the takeover over- 
ture from insurance group 


Fortis AG, which saw its 
shares rise Ecu Ecu 10-L to 
Ecu 267 JO. There was mar- 
ket speculation that Fortis • 
might tom hostile. 

• FTSE international, the 
index company jointly 
owned by the Financial 
Times and the London Stock 
Exchange, yesterday 
launched an index of 1QQ 
leading companies from 
countries joining Emu m the 
first wave. 

The FTSE Ebloc 100 index 
selects Its constituents by 
market capitalisation and 
sector representation from 
countries confirmed at the 
weekend as Emu entrants. 


Germany has the largest 
country weighting in the 
index, with 31 per cent, fol- 
lowed by France, 23 per cent, 
and the Netherlands, 20 per 
cent Italy represents 12 per 
cent of the Index, Spain 10 
per cent. Finland 2 per cent 
and Belgium l per cent 
There are no companies of 
sufficient size to be included 
from Austria, Ireland, Lux- 
embourg and Portugal 

The Index complements 
the FTSE Eurotop 100 and 
300 indices, which measure 
the performance of compa- 
nies across Europe, whether 
or not they belong to Emu 
“in" countries. 
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Europe lower in muted trading 


GOVBjSNM 

By Vincent Boland in London 
and John Labate in New Yotfc 

European markets closed 
lower in muted trading yes- 
terday as investors digested 
the outcome of the week- 
end's summit on European 
monetary union and tbe 
implications for interest 
rates in tbe wake of the row 
over the chairmanship of the 
European Central Bank. 

The downward drift in 
prices was confirmed by a 
weaker tone in early trading 
in the US Treasury market 

Market watchers agreed 
that the ECB raw was unfor- 
tunate hut would have little 
long-term impact on the 
markets. There was also 


broad relief that the new 
bank's board bore a dis- 
tinctly anti-inflationary bias, 
which was seen as positive 
in the medium to long term. 

However, analysts said the 
Bundesbank, which is 
known to be unhappy with 
the ECB outcome, would 
probably react soon. 

"Following their assertive 
statements last week on the 
inappropriateness of a split 
term for the ECB presidency, 
the Bundesbank is in a 
dil emma , - noted ABN Amro, 
in a research note. 

"A response is necessary. 
A small change in policy 
stance, for example a move 
to a variable repo rate, can- 
not be ruled out, and would 
also facilitate the process of 
interest rate convergence." 


Analysts said there was no 
throat of a rise in German 
interest rates because one 
was not warranted on eco- 
nomic criteria. 

However, the process of 
convergence would lead to 
core European rates rising 
while those of countries 
such as Ireland and Spain 
would have to falL 

GERMAN BUNDS led 
Europe's markets lower, 
although trading was very 
light The June future set- 
tied down 025 at 107.04, with 
some 265.000 contracts 
traded in Frankfurt by late 
afternoon. 

At that level, however, the 
contract was well above the 
day's lows and in tbe middle 
of a relatively narrow trad- 
ing range. 


SPANISH BONOS wore the 
exception to the weaker 
tone. The June future settled 
0.26 higher at 108.78 in antic- 
ipation of a cut in Interest 
rates this week as they 
began converging with core 
European rates. 

Though such a move has 
largely been priced into the 
market, analysts said relief 
at the country's official 
inclusion in Emu had gener- 
ated a positive tone. 

DS TREASURIES weak- 
ened in quiet trading. By 
early afternoon the bench- 
mark 30-year bond had lost 
& to 1 Q 2 £, sending the yield 
higher to 5549 per cent. The 
20 -year note fell & to 96}}, 
yielding 5.675 per cart, and 
the two-year note lost i to 
1CO&, yielding a 608 per cent. 


"There's no volume 
because of London's ahgenpp 
and Tokyo's last night,” said 
Richard Gilbooly, Interna- 
tional bond strategist at 
Paribas Capital Markets. “I 
think the focus here is on 
the dollar, which is quite 
weak following the Euro- 
pean weekend compromise,” 

The US currency had 
fatten against the D-Mark, to 
DM1.7801, by early after- 
noon. Light bond trading 
activity was helped by the 
lack of fresh economic data. 

. Later in the week new 
data on manufacturing 
orders and wholesale trade 
will he published. 

On Friday tbe week’s most 
important report, on non- 
farm payrolls, will be 
released. 


Russian issuers face chilly reception 


By John ThomtiJH hi Moscow 

A growing number of 
Russian borrowers are plan- 
ning to return to the interna- 
tional bond market this 
year, but they are likely to 
be given a far chillier recep- 
tion than last year. 

The government may 
place a lira-denominated 
eurobond as early as today 
as part of its plan to raise 
Si.4bn on the international 
capital markets this year. It 
also aims to raise a total of 
S3.4bn abroad this year 
while bankers predict that 
another $lbn of eurobonds 
may be issued by some of 
the stronger municipalities, 
such as Samara and Nizhny 
Novgorod. 

However, the whole slew 
of regional and corporate 
debt issues that were 
thought to be in the pipeline 
last year seem unlikely to 
materialise. The after-shocks 
of the Asian financial crisis, 
which have increased the 
risk premiums for other 
emerging market bonds. 


WORLD BOND PRICES 


have killed off many more 
ma rginal deals . 

"The orgy of phantom 
mandates issued by many 
regions and companies in 
Russia last year was a joke," 
said one investment banker. 

"The market has discrimi- 
nated between those who 
can da good deals and those 
who should never even have 
dreamed of doing them. The 
Aslan crisis has sifted the 
wheat from the chaff." 

While the world's capital 
markets were awash with 
cash last year, several Rus- 
sian regional and corporate 
borrowers made opportunis- 
tic eurobond issues at advan- 
tageous prices. However, the 
spreads on these issues shot 
out at the end of the year 
and have only slowly been 
narrowing again. 

Some proposed Russian 
issues have also run into dif- 
ficulties. Ahnazy Rossli- 
Sakha, tbe big diamond com- 
pany. was forced to call off a 
planned $500m issue earlier 
this year. Yukos, the giant 
oQ company, has also experi- 


Russtan Treasury bQls 
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enced problems with a 
recent loan arranged by 
Goldman Sachs. 

Some regional authorities 
appear to have grown more 
sceptical of foreign invest- 
ment banks selling them 
inappropriate "quick fix" 


solutions. "Russian borrow- 
ers have wised up to us 
western carpet-baggers.” 
said one banker. 

However, strong Russian 
companies are still keen to 
raise fresh finance from 
abroad and are able to do so 


- even if it proves a lot more 
expensive than before. 

Last week, for example, 
Gazprom signed a $230m 
term loan facility arranged 
by Deutsche Bank and 
Enskflda Debt Capital Mar- 
kets priced at 400 basis 
points over Ubor. 

Andreas Rial as, of Deut- 
sche Bank, who helped 
arrange tbe loan, estimates 
Gazprom could have priced 
the same deal at just 150 
basis points over Libor 
before the Asian crisis. 

Nevertheless, he claims 
there is still widespread 
international demand for 
issues from Russian compa- 
nies with clean finances and 
a dear story about how they 
will use the proceeds. 

“Investors are still happy 
to lend but only when they 
know the funds win not go 
to some Mickey Mouse bank 
that wifi put the money in 
GKOs (Treasury bills 1 or be 
used to re finan ce existing 
debt that cannot be sus- 
tained by a borrower's own 
cadi flow,” he said. 


GMAC to 
set euro 
benchmark 
for FRNs 


By Vrocttrt Boland 


Intern ati onal bond issuance 
in Europe’s new single cur- 
rency is expected to gather 
pace strongly now the euro 
has been formally launched, 
analysts said yesterday. The 
dispute over who should 
head the European Central 
Bank is expected to have 
little effect 

GMAC, the financial ser- 
vices aim of General Motors 
of the DS, is likely to be one 
of the first borrowers to 
launch a euro-den a ruinated 
corporate bond in the wake 
of tbe currency's launch at 
the weekend. 

The company signalled 
yesterday it was preparing 
to tap the market, probably 
today, with an issue of 
floating-rate notes of at least 
ESOOm. 

David Walker, director of 
liability management at 
GMAC, said the company 
wanted to set a benchmark 
for euro-denominated FRNs 
as quickly as possible. 

GMAC already has euro- 
denominated fixed-rate bor- 
rowings, and also has 
floating-rate notes issued in 
D-Marks and French francs, 
which will automatically 
convert to euro status from 
next year. 

However, this week's five- 
year issue will be the 
group's first in the new 
currency in floating-rate 
notes. 

"We have been watching 
this; market for some time 
and waiting for the [Brus- 
sels] summit's confirmation 
that the euro was going 
ahead as planned. Tbe euro 
will be a major market,” Mr 
Walker said. 

Merrill Lynch and SBC 
Warburg Ml on Read will be 
acting as book-runners for 
the GMAC bond. Pricing of 
the issue will be set today. 



Canada fills 
issuance gap 


By Edward Afcten h Toronto 


After 30 years of high 
government budget deficits, 
fftyinrttan investors are fu> 
ing an unusual shortage of 
government bonds. . 

Ottawa is now effectively 
running a budgetary surplus 
and most of the provinces 
have also put their fiscal 
houses in order. As a result 
this year, for the first time 
since the early 1970s. the net 
issuance of all new govern- 
ment bonds will be near 
zero, meaning almost no real 
increase in government debt 
coming to the markets. 

For Canadian corpora- 
tions, the decline In govern- 
ment borrowing demands 
has been a boon. 

"Corporate Canada was 
basically frozen out of the 
market and forced to go off- 
shore for funds,” said Steve 
McGirr, vice-chairman and 
head of debt capital markets 
at CEBC Wood Gundy in 
Toronto. That usually meant 
carrying short-term debt 
that was vulnerable to inter- 
est rate swings. 

Corporations are now mov- 
ing heavily into the longer- 
term debt market. In 1997 
corporate debentures raised 
a record C$28bn, up from 
C$15bn the previous year 
and accounting for 23 per 
cent of the Canadian bond 
market About 60 per cent of 
the decline In government 
issues, from C$55bn in 
1996-97 to C$38bn in 1997-98, 
is being replaced on the cor- 
porate side, said Mike Mul- 
lins. chief economist at Mid- 
land Walwyn Capital 

Canada is also developing 
a market in lower-grade 
high-yield bonds, a major 
departure for historically 
conservative Canadian 


investors. And new prod- 
ucts, such as asset-backed 
and mortgagfrbacked securi- 
ties, are filling the gap for 
AAA rated fixed-income 
products. 

The decline in government 
issues has also helped keep 
down interest rates gener- 
ally, driving Canadian short 
and long-term yields below 
those of US bonds. 

Sherry Cooper, chief econ- 
omist at Nesbitt Bums, pre- 
dicts softening government 
demand should contribute to 
a substantial further decline 
In interest rates. 

However, if the shortage of 
government bonds is mostly 
goods news, it has also 
raised fears about liquidity 
and the possibility that large 
buyers could "squeeze” the 
market on certain issues. 

Squeezes occur when bond 
auction participants gain 
control of an Issue and with- 
hold it from the secondary 
markets, forcing buyers who 
have entered into forward 
contracts to pay a premium 
to meet their obligations. 

In a discussion paper 
issued last month, the Bank 
of Canada and the ' Depart- 
ment of Finance warned that 
"the increased frequency of 
such squeezes has brought 
into question the integrity of 
the market." potentially dis- 
couraging investors. 

Ottawa is Instituting three 
measures to try to alleviate 
the problem of squeezes. 

First the number of auc- 
tions has been cut to lift the 
size of the issues. Second. 
Ottawa is buying back older, 
less liquid bonds to help 
maintain supply of liquid 
new issues. Finally, changes 
to auction rules have been 
proposed to try to prevent 
market-cornering. 


BENCHMARK GOVERNMENT BONDS 
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ECB spat fails to dent D-Mark 


WORLD INTEREST RATES 


■MMEISJBraRr 

By Sfcnoo taper 

To those who think markets 
usually overreact to news 
yesterday was a salutary Jes- 
son. Currency traders 
remained idly calm despite 
this weekend’s spat over the 
European central bank presi- 
dency at the Brussels sum- 
mit The D-Mark Ten mod- 
estly early on, but by late US 
trading had made up all its 


At the summit on Satur- 
day Prance had persuaded 
the Other 14 European Union 
countries to let its man. 
Jean-Ciaude Trichet, succeed 
Won Dulsenberg as head of 
the ECB after about four 
years, even though the presi- 
dential term Is supposed to 
be 8 years. 

The decision was felt to 
damage the ECB’s credibil- 
ity. Carl Weinberg, chief 
economist at High Fre- 
quency Economics in New 
York, voiced the consensus 


when he said that by r^ject- 
ing Mr Duisenberg, “emi- 
nently qualified far the job", 
the EU members had subju- 
gated common sense “in def- 
erence to an untenable 
French demand**. 

Some cynics said that if 
politicians could decide who 
ran the ECB, they could 
persuade the hunt to keep 

interest rates down. 

However, most in the mar- 
ket said the fudge signified 
little for future policy. 
Almost all agreed that 
despite the spat the ECB 
would be an independent 
bank with a tough stance 
against inflation. Market 
strategists noted that most 
of the appointees to the ECB 
board, including Mr Trichet, 
were hawks. ABN-Amro 
commented: “For all t hei r 

■ POMP « HEW YORK 

*** * — Utaa— -nw.don- 

£«0t 1-6*0 1.6669 

1 mm 1-8834 1 6633 

3 rath 1.6589 . 1499 
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political interference, the 
French authorities have 

buflt up an tmt^- infliiHnnar y 

record equal to the Germans 
in recent: years." . . 

John Atkin, chief econo- 
mist at Citibank in London, 
said even the fudged choice 
of chief was “better than 
ending the ennwmt without 
an appointment”, a scenario 




When mark els o pened tbs 
D-Mark fell about 1 pfg 
against the dollar. But by 
late US trading it had 
returned to DML7795 against 
the dollar, its London Friday 
dosing level. Volumes were 
thin even t ho u gh many Lou- 
don traders were working an 
the Bank Holiday. 

Some in the market 
argued that the ECB spat 
would help the D-Mark, by 
prompting the Bundesbank 
to raise German Interest 
rates sooner than planned. 
The idea was that the bank 
would thus prevent a seQ-off 
of D-Marks and underline 
that European monetary pol- 





-• . r-- »:wi> :• *.• 

icy remained tight The bank 
might be tempted to do so, 
strategists said, because its 
warnings against an ECB 
fudge had been ignored. 

Klaus-Dieter Kuehbacher, 
Bundesbank council mem- 
ber, rejected the notion of 
raising rates In protest at 
the fodge, but he did say the 
deal violated the Maastricht 
treaty and was not a good 
omen for the ECB. 


The Euromark futures 
contract for September 1998 
dropped 4 basis points yes- 
terday, reflecting the higher 
prospects of rate rises. 

Also supporting the 
D-Mark was the fact that 
Emu is now all but wrapped 
up. The dollar, Swiss franc 
and sterling have waved 
goodbye to their status as 
safe havens from doubts 
over Emu. 

■ Mr Atkin said the ECB 
row had received so much 
press coverage mainly 
because nothing else surpris- 
ing had happened at the 
summit. Eleven countries 
were chosen to found Euro- 
pean monetary union, as 

mtmm currencies ~ 
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forecast, and they are to 
enter the euro at their pres- 
ent central parity rates 
within the European 
exchange-rate mechanism. 
The Irish punt fell an the 
news that its central rate 
would almost certainly not 
be revalued again. 

Sweden had already 
decided not to join Emu yet 
But Jeremy Hawkins, chief 
economist at Bank of Amer- 
ica in London, noted that the 
policymakers had voted 
explicitly to exclude the 
Swedish krona on the 
grounds that it had not 

joined the RRM. He this 
implied the pound might 
have to join the ERM before 
entering Emu. That will 
annoy Downing Street. 

■ Eight out of 12 analysts 
surveyed by Reuters expect 
the Bank of Spain to cut Its 
key money market rate 
today. Most think rates will 

feu 25 basis points to 4-25 per 
cent, as European rates con- 
verge ahead of Emu. 
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SIEMENS 


Siemens Aktiengesellschaft 
Berlin and Munich 


Final maturity of the warrants attaching to the 
8 % U.S. dollar bonds of 1992/2002 

of 

Siemens Capital Corporation, Wilmington, Delaware, U.SA 

German Securities code "Bonds with Warrants" - 407 250 - 
German Securities code "Warrants" - 723 609 - 

The subscription period ends on June 2, 1998 
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Pursuant to the Conditions of Warrants, the option rights 
conferred by the above warrants may be exercised up to 
and including June 2, 1998. The warrants are not valid 
after June 2, 1998. 

Warrantholders may, until the subscription period ends, 
exercise their subscription rights for Siemens AG ordinary 
shares pursuant to the Conditions of Warrants. As the share 
capital of Siemens AG has been entirely redenominated in 
shares of DM 5 par value each, ten shares of DM 5 par 
value each will be issued instead of one ordinary share of 
DM 50 par value whenever subscription rights are exer- 
cised. The subscription price is DM 693 per 10 ordinary 
shares of DM 5 par value each. The shares entitle the holder 
to the full dividend for the current 1997/98 financial year. 

To exercise subscription rights, the werrantholdar must 
file with Deutsche Bank AG, Frankfurt am Main (as warrant 
agent!, through a receiving agent, written nptice of exer- 
cise on a form available from the receiving agents or 
otherwise providing all the information required pursuant 
to 5 3 (2) of the Conditions of Warrants. Notice of exercise 
is binding. 


When notice of exercise is filed, the subscription price 
must be paid and the warrants presented with all receipts 
not yet called still attached. NoticB of exercise is effective 
only if the subscription price in legal tender of the Federal 
Republic of Germany and the warrants are received by 
Deutsche Bank AG, Frankfurt am Main, by Tuesday, June 2, 
1998. • 

Warrantholders wishing to exercise their subscription rights 
are requested to contact their depositary banks, from 
which Che necessary forms for the notice of exercise may 
also be obtained, as soon as possible. For legal reasons, 
notices of exercise received after the above date cannot be 
accepted. 

In accordance with stock exchange practice, the warrants 
will be traded and officially quoted on the German stock 
exchanges for the last rime on May 25, 1998. The warrants 
will be traded on the stock exchange in Luxembourg for 
the last time on May 27, 1998. 

Berlin and Munich. May 1998 
Siemens AktiengesaBscfcaft 
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ZURICH Q EM EVA LUXEMBOURG 
NEW-YORK NASSAU 


Hlwlwiriart lMW L w ii iiiiun 

NEW MANAGEMENT REGULATIONS DATED APRIL 27, 1998 

It resin from ibe O rtidnn dad April 27, 1988, between Smfinat Equity 
ftttd M a na gement Company SA, a Mmgetncm Company of the food 
-SconmvEH Eqr*y RhhT and Diaraum Bonk SA, u DqxiBBiy Bank of (he 
{bad above: that Ike updated Monagnnfat Rf^uhnicroitaicd April 77, 1998. haw 
been igaed and ripwd lo book the mw fifim ieuB made mihe article* "Aitieie 1 - 
The Fund”. ‘Article 7 - Unas' Cfcnificatts". “Article 12 - Accounting Year • 
Ando”. "Article 13 - Notice" et “Article 17 - limn of (he Fund. LupridMion. 
Merge and Capital Contribution" of 6 k Management Regulation* dated 
D e canbtg-5, 199gandtbe Afl >e»> dm cotifl ifcdcdMay 7. 1998. 

These fu n damen tal or formal modification! are mainly rdated to die definition 
of (he code wed fig cuuo i c i cs . the iauc of barer ca t ifi M l a and the (kails 
of die pubUcatkm of (be notices. 

The new Mk r o gemc n t Regutotieni will be deponled with 6 m “Regabe dc 
t,muuei c e. et d et to ciCrt s" of L mcni boa r g. 

LuKembawg. April 28, 1998 

HwwtanaUCa^Kmy 7V OepoB**7 

SrnnifarrM ffiffiy firtllkokreftrert^A nbcaml Bet* SA. 
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Dow surges Wall St takes credit for big European gains 


on renewed 


BffiOPE 


merger wave 


AMERICAS 


US shares were up across 
the board in morning trad- 
ing. with the Dow Jones 
Industrial Average climbing 
above 9.200. writes John 
Labate in Netc York. 

A further round of merg- 
ers helped the latest buying 
spree and the Dow climbed 
more than 100 points in 
early trading before easing 
back at midsession to a gain 
of 6029 to 9.207.36. 

The broader Standard & 
Poor’s 500 was up 2.99 to 
1.123.99. The Nasdaq compos- 
ite was 7.90 higher at 
1.881.34. 

“Last week's universal 
pessimism set us up for a 
bounce," said Bill Meehan, 
chief market analyst at Can- 
tor Fitzgerald. However, he 
made it clear that concerns 
about an overheated market 


were again an issue, espe- 
cially as the second-quarter 
earnings season was 
approaching. “At some point 
in time, positive earnings 
surprises on very tow expec- 
tations are not going to cut 
it,” Mr Meehan added. 

Two new corporate deals 
helped boost sentiment. 
Auto parts company Echlin 
surged more than 10 per cent 

or 85 to $52 * d after it said It 
was merging with Dana. 

The news sent shares of 
SPX, a rival bidder, up $2£ 
to $74£, while Dana shares 
fell back *l B ; to $57*. 


In the day’s other major 
deal. Uniop Texas Petroleum 
gained 39 per cent or $8% to 

$m after it said it would 
merge with Arco. Arco slid 
$1£ to $7814. 

Among Dow components, 
Eastman Kodak climbed $lft 
to S74H after Lehman 
Brothers rated the stock a 
“buy”. AT&T rose to 
$62 £ on news of a new con- 
tract with internet company 
Lycos. Drug producer 
EntreMed soared $45ft to 
$57Vi or 376 per cent after a 
newspaper mentioned the 
progress of one of its prod- 
ucts as a cancer treatment 

TORONTO pushed higher. 
Among heavyweight sectors, 
both golds and banks were 
mixed. The 300 composite 
index was 34.48 higher at 
7.736.60 at noon. 

The better tone to the gold 
price allowed selected golds 
to recover modestly. Barrick 
gained 15 cents to C$31.65. In 
contrast Placer Dome shed 
20 cents to C$20.80. 

Royal Bank of Canada and 
Bank of Nova Scotia both 
added 10 cents to C$85.00 and 
C$39.60 respectively. But 
Toronto-Dominion Bank 
gave up 45 cents to C$64.75. 

The upturn for interna- 
tional oil prices lifted Gulf 
Canada 15 cents to C$7.85. 

In the broader market, 
Seagram, an active stock 
lately on talk of a big UK 
acquisition, came off 70 
cents to C$60.30. 


Shares raced ahead across 
Europe, but gains were said 
to stem from the strength of 
Wall Street - up more than 
300 points between the dose 
last Wednesday and the end 
of European trading 1 yester- 
day - rather than Euro- 
summit relief. 

Record highs were hit In 
some peripheral centres, 
notably Helsinki and Oslo. 
PARIS came dose, too, end- 
ing wi thin 20 points of best- 
ever levels after a rise of 
£033 to 3.974^5 on the GAC 
40 index. Motor shares pow- 
ered forward on news of 
higher car sales tor the sixth 
month, running. Renault rose 
FFrll.10 to FFr2S0.10 and 
Peugeot FFr45 to FFr1,069. 

Oils gained ground after 
Brent Blend, the interna- 
tional benchmark for oil 
prices, added to Friday's 
strong gains. Total rose 
FFr20 to FFr735 and Elf 
Aquitaine FFr19 at FFr808. 

Hopes for upbeat first- 
quarter sales provided bright 
spots, notably Schneider and 
Alcatel Alsthom, which rose 
FFr28.70 or 6.4 per cent to 
FFr478.70 and FFr40 to 
FFr1,155 respectively. 

Worries about softening 
European currencies led dol- 
Zar-sensftive Rhdne Poulenc 


fiennany and Franc* 



higher. The shares ended 
FFr1330 better at FFr308. 

FRANKFURT extended 
last week's rally, rising 2 per 
cent and taking the Xetra 
Dax index up 100.43 to 
5.341.66. 

Utility Veba gained 
DM6.90 or 5.8 per cent to 
DM126.40 and retail group 
Metro's preference shares 
rose DM3.50 or 5.4 per cent 
to DM68.50. Traders said 
both rose on chart techni- 
cals. 

BMW rose DM48 to 
DM2,070 while Volkswagen 
preference shares led the 
dediners. tolling DM35.50 or 
3 per cent to DMX092J50. VW 
said it would continue to bid 
far Rolls-Royce Motor Cars. 


• ZURICH was sharply 
higher, in line with its 
neighbours, as the strength 
erf the US market and reced- 
ing fears of interest rate 
rises boosted prices. 

A strong rise in heavy- 
weights such as Roche and 
NestlS also supported the 
market, as did a steady cur- 
rency and strong bonds. The 
SMI index dosed 239.1 or 22 
per cent higher at 7.6405. 

Roche certificates gained 
SFr595 to SFr 15^00 and Nes- 
tto SPrl36 to SFr3,046. 
Novartis was an under- 
performer, but still gained 
SFr46 to SFr2£34. 

The financial sector was 
stronger in response to the 
interest rate outlook, with 


merger partners UBS and 
SBC leading. UBS gained 
SFrl31 to SFr2£47 and SBC 
SFr28 to SFrS49. 

CS Group advanced 
SFT4.50 to SFT334.50 as it 
declined to comment on a 
press report it had turned 
down a merger proposal 
from Dutch financial group 
LNG. Instead the Swiss group 
was said to be considering a 
takeover of Brazil's Banco 
Garantia. 

MILAN shot 4.4 per cent 
higher with the MIbtel index 
closing 1,009 ahead at 24.062. 

Shares in Alitalia, the Ital- 
ian flag carrier, were 
suspended when they hit a 
10 per cent limit for upward 
movement The shares bad 
risen L3^U at L36JK2 as the 
managing director told 
shareholders that the airline 
made an operating profit for 
the first four months of 1998. 

Retailer Rinascente 
climbed Ll.053 to L18.500. 
underpinned by data show- 
ing that retail sales rose 22 
per cent year on year in Feb- 
ruary. Rinascente said last 
month that first-quarter 
sales were up 14.4 per cent 
over the first quarter of 1997. 

Olivetti, which on Thurs- 
day announced it returned 
to profit in 1997 after six 
years of losses, picked up 
another L109 to L2.400. Hie 


CHANGES ON THE PAY 

% Change 


Amsterdam...... +1.0 

Brussels. +1.8 

Dublin....... — -0.1 

Frankfurt — — +1.8 

Helsinki--. +2.6 

Lisbon +2.3 

Madrid. +2-4 

Milan. +4.4 

Paris- +2.4 

Vienna +1.0 


shares rose 14 per cent in the 
final three trading sessions 
of last week. 

AUeanza, the insurer, 
posted a gain of L1.805 to 
L24.150. Traders said the 
stock had fared worse than 
other insurances in sell-offs, 
but was boosted yesterday 
by buying from investors 
who left the market when it 

fall lect ttiooIt 

AMSTERDAM ended 9.41 
higher at 1.197.23 on the 
AEX index in spite of a ner- 
vous money market and 
slight softness for bonds. 

Royal Dutch climbed FI 3 
to FI 118.90 on oil price 
strength and optimism 
ahead of Thursday's first- 
quarter results. Talk that 
news of a link with Belgian's 
Generate Bank was immi- 
nent continued to lift Fortis 
Amev, pushing the shares 
up FI 4.10 to FI 282.60. 

Akzo Nobel rose F14J30 to 


FI 429 following another 
paints takeover. Last month 
it announced a $3.ibn fig 
deal. Yesterday it agreed to 
buy paint businesses froa 
BASF of Gram any. 

Publisher Elsevier was the 
best performer, gaim^ 
FI 1.50 or 5 per cent to 
FL 31 .60. Software leader 
Baan was also firm, addlne 
FI 3J20 to FI 94.90 on newTof 
talks with data supply 
systems group Hiscom. Hein, 
efcen. which plans a share 
split, jumped FI 16.20 to 
FI 514.70. 

MADRID rose on. talk of 
another quarter-point cut f®^ 
Bank of Spain lending ratra 
which sent the general index 
up 21.20 at 882.28. Mar ket 
heavyweight Telefonica 
jumped Pta310 to Pta6£ffl as 
the group's Pta42Qbn rigrta 
issue drew to a dose. 

Koipe jumped PtaSOO of 8.7 
per cent to PtaS.930 on the 
public offer of a 12.7 per cant 
stake In the olive oil group. 

OSLO ended up 24.44 at a 
record 1.422.60 as 
wanned to the news that 
insurance leader Storebrand 
had made merger overtures 
to Christiania Bank. Store- 
brand rose NKr4 to NKrTD. 


Seoul falls sharply after civil unrest 


ASIA PACIFIC 


Sao Paulo drops back 


SAO PAULO moved lower in 
light morning trading. “It’s a 
slow start after the three-day 
weekend. Selling has not 
been that heavy," said one 
broker. 

Petrobras was the laggard 
among blue chips, slipping 
RS2.07 to RS2B4. Telebr&s 
came off R*0.29 to R*139.2Q. 

At the midsession count, 
the Bovespa index was off 
81.00 at 11.596. 


MEXICO CITY lost ground 
following heavy, results- 
driven selling at Cifra. 
which retreated L82 pesos to 
13.08 pesos in solid two-way 
volumes. Brokers said the 
shakeout at Cifra was the 
direct result of disappointing 
first-quarter figures, released 
late last week. 

At midsession, the IPC 
index was 49.07 lower at 
5.049.46. 


SEOUL fell 3.6 per cent, hit 
by rivQ unrest and worries 
about the heavy stream of 
share offerings due over the 
next few months. 

The Kospi index retreated 
14.73 to 391.80 after last 
week's unemployment fig- 
ures, which hit a 12-year 
high, sparked weekend riot 
ing. Brokers said investors 
bad also been deflated by the 
build-up of rights issues. 

According to the new issue 
paipnriar to the end of June, 
the market faces a stream of 
rights issues valued at about 
Won3,000bn. 

BANGKOK was hit by 
news of im pending changes 
at the Bank of Thailand after 
Chaiyawat Wibulswasdl 


South Korea 
imfccisftbssE# 


Kona Canute 
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Zoo operator Safari World 
was again actively traded, 
adding Btl20 at Bt275C. 

MANILA rose for the 
fourth session in a row. 
adding 2&80 or L2 per cent 
to 1206 i s on the composite 
index In modest volumes. 
Brokers said there was lim- 
ited buying ahead of today's 
inflation data and against a 
background of increasing 
hopes for a peaceful general 
election an May 1L 

SYDNEY made modest 


announced his resignation 
as governor. The SET index 
ended 11.42 or 2 JB per cent 
lower at 4,000.71. Bank 
stocks led the market lower. 


progress, overcoming nega- 
tive trade data and another 
weak session for resource 
stocks, thanks largely to a 
move towards settlement in 
the docks dispute. The AH 
Ordinaries index ended 8.1 
better at 1812 3. Industrials 
and financials led the 


upturn. ANZ Bank gained 7 
cents to A $10.92 and Westpac 
11 cents to ASKL50. 

BONG KONG drifted to a 
lower close with liquidity 
drying up as cautious inves- 
tors remained on the side- 
lines. The Hang Seng index 
last 124.26 or 1.2 per cent to 
10,439.42 after a low of 
10.40L82. Turnover shrank to 
HK$3.6bn against Friday's 
already low HK$4bn. 

Concerns about the local 
economy only added to the 
gloom. Wing On Co Interna- 
tional the department store 
chain, lost 40 cents to HK$4 
as it said it was to lay off 
more than 200 staff. 

Hongkong Telecom fell 15 
cents to HKI14.50 after 
reporting earnings largely in 
line with expectations. Index 


heavyweight HSBC Holdings 
lost HK$2 to HK$225 while 
Hutchison was flat at 
HK$48£0. Chinese Estates 
foil 178 cents to HKS2.10 as 
Standard & Poor’s gave it a 
triple B min us credit rating. 

JAKARTA was hit by a 
hefty rise in domestic fuel 
prices and the composite 
index lost 283 to 445.99. This 
opened the way, analysts 
said, to farther declines this 
week that could leave the 
Index at about 400 points. 

The rise in ftiel prices, of 
up to 71 per cent, was expec- 
ted to increase the tempo of 
a students’ movement 
against President Suharto 
nnri lead to further unrest. 


Governor 

denies 


resignation 


SOUTH AFRICA 


Tokyo was closed for a 
public holiday. 


Johannesburg was mixpri in 
quiet trade, with the raad 
under pressure In spite erf a 
denial from Chris Sals, foe 
governor of the Reserve 
Bank, that be was planning 
to resign. 

The overall index closed 
28.7 higher at 8.284-2 as 
industrials rose 133.2 to 
9.940.2 and golds gave up 47.7 
or 4.4 per cent to 1.032JL ■ 

Liberty Life lost R6 to Rl&.J 
and Standard Bank picked 
up R1 to R30.90 as markets 
shrugged off news that their 
alliance plan was being put 
on hold. 
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Abridged audited results 
for the year and final dividend 


31.3.98 


31.3.97 


(R million) 


invesfruenr income 
Interest earned 

Surplus on realisation of investments 


602 l:' 


Administration expenses 

Cost of prospecting 

Grants - e d u cat ional and welfare 


Net income before taxation 
Taxation 


Total net earnings 
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Earnings per share - cents 
-headline earnings* 
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Dividends - cents 

- interim 

- final 
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Net asset value 

- R million 

- cents per share 


5 903 
24 447 


7 698 
31 881 


•Excludes surplus on realisation of investments 


DIVIDEND 

Dividend No. 100 of 580 cents per share has been declared payable on Friday. 19 Jane 
1998 to shareholders registered at the dose of business on Friday, 15 May 1998. The 
register of members uiiB be closed from Saturday, 16 May 1998 to Saturday, 23 May 
1998. The full conations relating to the dividend may be Inspected at the R e g i stered Office and 
London Office of the co mpa ny and at the offices of its transfer secretaries. 


Registered Office: 
44 Main Street 
Johannesburg 2001 
South Africa 


London Office: 
19 Charterhouse Street 
London EC IN 6QP 


30 April 1998 


The annual report will be pasted on or about 12 Map 1998. 
These results ere also aoailable on http-J\om/i.oac.co.to on the Internet. 
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Keep on top of events around the world by visiting the new-fook 
FT.com, With eleven editions a day, a streamlined design and 
near real-time market data, FT.com puts you where you 
want to be. 

You might even find yourself winning British Airways flights or a 
Psion hand-held computer, the prizes in April's FT.com Challenge 
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International edition 
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FT.com: where information becomes intelligence. 
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The near miracle of sustained independence 
and democracy is threatened by economic 
failure, warn Chrystia Freeland and 
Charles Clover 

Captive economy 
threatens freedom 
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“Ukraine has not yet died,” 
is the doleftil first line of the 
Ukrainian national anthem, 
ft is a sadly appropriate lyric 
far a nation for which sur- 
vival has always been the 
greatest of challenges. 

Today, Ukraine has a rare 
chance to reverse the tide of 
its history. It has been inde- 
pendent for nearly seven 
years, its longest stretch of 
absolute sovereignty in a 
millenni um, confounding the 
sceptics who predicted 
autonomy would be 
short-lived. 

Politically, Ukraine has 
been a fairly successful 
debutant - she has steered 
clear of an oft-predicted war 
with Moscow and. in con- 
trast with most of the former 
Soviet republics. Including 
Russia, has avoided a sepa- 
ratist civil war among her 
new citizens. 

But these fragile political 
accomplishments are threat- 
ened by the country’s dismal 
economic performance. Pri- 
vatisation is stalled and the 
economy is strangled by a 
corrupt and meddling 
bureaucracy. The rot threat- 
ms to undermine Ukraine’s 
most significant economic 

acheivement - financial sta- 
bilisation. 

Beyond that, economic 
weakness could sabotage 
Ukraine’s existence as a 
State. For the country’s anx- 
ious neighbours, particularly 
the uneasy Poles, that would 
be a disaster, throwing the 
entire region into instability- _ 


But, for Ukrainians them- 
selves, wasting the curredt 
historic opportunity would 
be even more of a tragedy. 

Since the Tatar horsemen 
first descended an Kiev in 
1240 and smashed the Kie- 
van Rus state, the vast 
steppes of Ukraine have 
been a convenient battlefield 
far the clash of civilisations 
on Europe's eastern fringe. 
The 20th century has been 
the bloodiest of all with the 
First World War, the Rus-. 
sian Civil War, Stalin's arti- 
ficial famine and the Second 
World War taking the lives 
of more than 10 m Ukrain- 
ians In just more than 30 
years. 

Until very recently, this 
history of defeat and foreign 
domination made the very 
idea of a separate Ukraine 
seem ridiculous to an but a 
small, much mocked, band 
of Ukrainian intellectuals. 
Tsarist Russia insisted that 
the Ukrainian lang ua g e did 
not even exist, calling it 
nothing more than a bastar- 
dised version of greater Rus- 
sian. deformed by Polish bor- 
rowings. 

As late as this decade, a 
more delicate version of this 
imperial Russian verdict was 
the conventional wisdom in 
the west. Visiting what was 
still the Ukrainian SSR in 
August, 1991, then US Presi- 
dent George Bush lectured 
Ukrainian parliamentarians 
on the virtues of remaining 
in the USSR and warned 
them not be tempted by_j£ag-. 


gerous nationalism into the 
ridiculous project of trying 
to form their own state. 

Dubbed the H Chicken 
Kiev" speech by the New 
York Times, Mr Bush’s 
words shocked a nascent 
Ukrainian democratic move- 
ment which had believed 
Ronald Reagan’s pronounce- 
ments about the “evil 
empire" and had hoped far 
western support in its effort 
to crawl out from under the 
yoke. 

But even Mr Bush could 
not 1 keep the Humpty 
Dinnpty of the Soviet Union 
from shattering. Less than a 
month after his speech, hard 
line Communists mnnntaH a 
tailed coup in Moscow. Their 
defeat inspired Ukraine, 
together with the USSR's 
other constituent republics, 
to declare independence. A 
fewmanths later, Ukraine’s 
citizens overwhelming con- 
firmed their parliament's 
decision in a national refer- 
endum and an astounded 
world had little choice but to 
recognise Ukraine as a sov- 
ereign state. 

Russian leaders, who saw 
Ukrainian independence as 
an accidental by-product of 
the Soviet Union's messy 
collapse, were particularly 
skeptical One former west- 
ern ambassador to Kiev 
recalls how. In the nicest 
possible way, Russian col- 
leagues urged his country to 
avoid wasting its money on 
building an embassy in 
Ukj^lne because, in .a, few 
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years, it would again be a 
Russian province. 

Given Ukraine’s historical 
track-record, these doubts 
were understandable. But, 
seven years on, Kiev has 
confounded the disbelievers. 
Ukraine is firmly established 
as a separate country and 
has made such a strong 
argument for the geopolitical 
virtues of its existence that 
it has earned the whole- 
hearted patronage of the US, 
which last year gave Kiev 

yMSm mnlrtrvg Jf fhir rl. 

largest recipient of direct US 
support 

Kiev has attracted this lar- 
gesse by convincing Wash- 
ington that a strong, sover- 
eign Ukraine Is the key to 
p re ve n t in g a re s urg e nce of 
the Russian imperialist urge 
which has douxmated world 
politics for much of this cen- 
tury. 

As Zbigniew Brzezlnksi, 
the former US National 
Security adviser, and one of 
the earliest architects of this 

approach, argues: “It cannot 
be stressed strongly enough 
that without Ukraine, Russia 
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ceases to be an empire but 
with Ukraine suborned and 
then subordinated. Russia 
automatically becomes an 
empire." 

Led by Poland, Ukraine's 
neighbours are particularly 
vocal proponents of this 
view and have established 
warm relations with Kiev, 
largely u nmar red by the eth- 
nic disputes which once 
characterised tills border- 
land. 

But for Russia, Ukraine’s 
increasing independence mid 
western orientation have 
been less welcome. Even so, 
the real surprise in Ukrainl- 
an-Ruasian relations is not 
their tension but their rela- 
tive amicability. 

Instead of the violent con- 
flict which many predicted 
when the Soviet Union first 
collapsed, Ukraine and Rus- 
sia have settled into an awk- 
ward truce, aigning a histori- 
cal political treaty last year 
in which Moscow acknowl- 
edged the borders of a sover- 
eign Ukraine fur the first 
time. That deal, and a 10 
year economic pact Russia 


and Ukraine signed in Feb- 
ruary. were the first signs 
that Moscow has begun to 
feel it must compete with 
the west for Kiev’s alle- 
giance. 

Ukrainian leaders - who 
have been particularly eager 
to Induce Russia to offer cut- 
rate prices for its gas and oil 
- . acknowledge improved 
relations with Moscow but 
say their main orientation is 
towards the west 

“The .Ukraine elite faced 
the choice of whether to join 
the natural process of inte- 
gration into Europe or to 
join the entities dominated 
by Russia," says Anton 
Buteiko, first deputy foreign 
minister. “Without breaking 
off our relations with our 
former partners in the Soviet 
Union, the main thrust of 
our policy is towards inte- 
gration with Europe and the 
Transatlantic powers.” 

Just as it has found a ten- 
tative halanro (HI the geopo- 
litical tight-rope between 
east and west, Ukraine has 
hud some success in cr ea tin g 
a fledgling democracy. 


In contrast with many of 
the former Soviet republics, 
the powers of the Ukrainian 
president are checked by a 
muscular and vocal parlia- 
ment. Ukraine has already 
passed one of the key tests of 
democratic development, 
transferring power in 1994 
from one elected head of 
state to another. By the stan- 
dards of the region, it has 
established a credible record 
in protecting the rights of its 
ethnic minorities. 

But Ukraine's political and 
geopolitical achievements 
today risk being undermined 
by its central failing - stal- 
led economic reform. 

After contracting by more 
than a half since 1991. 
Ukraine's economy may 
finally be bottoming out But 
few observers believe it is on 
the verge of vigorous 
growth. 

Wage and pension arrears 
now total roughly 5 per cent 
of GDP and inter-enterprise 
arrears, a substitute for the 
lack of credit in the econ- 
omy, are now higher than 
Ukraine’s GDP. The coun- 


una area' 

try's cash-starved economy 
is dominated by monopolis- 
tic trading companies which 
import energy, such os gas 
and oil products, and barter 
them for finished export 
goods from farms and facto- 
ries. often on extortionate 
terms. 

The biggest problem is the 
country's failure to liberal- 
ise. Frustrated businessmen 
complain of a labyrinth of 
bureaucratic regulations - 
often with a corrupt appara- 
tchik at even' turn - facing 
the would-be entrepreneur. 
Perhaps the best measure of 
Ukraine's institutional eco- 
nomic inertia is the failure 
of any international hotel 
company, despite the ener- 
getic efforts of dozens of 
Interested parties, to break 
through the deadlock and 
build a western-style hotel in 
the Ukrainian capital 

Before the economic crisis 
in Asia, investors seemed 
inclined to forgive Ukraine 
many of its economic sins, 
betting that its undervalued - 

Continued on Page 2 
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ECONOMY • by Charles Clover 


PROFILE 


Victor Yushchenko 


The Governor 


Legend has It that, in the 
early middle ages the Slavic 
tribes living near Kiev, the 
city that would become 
Ukraine's capital, were so 
disappointed by their lack 
of native leaders that they 
appealed to Scandinavian 
merchant-princes “to come 
and rule over ns". 

Disgusted by the venality 
and Ineffectiveness of so 
many of their current mas- 
ters, many modern-day 
Ukrainians are wont to 
observe that, over the past 
millennium, not much has 
changed. 

Bat almost everyone, 
ranging from western 
investors to the impover- 
ished Ukrainian pensioners, 
singles ont one bright 
exception: Victor Yush- 
chenko, the much-admired 
governor of the National 
Bank of Ukraine. 

“It’s really terrible, the 
leaders have accomplished 
very little for this country, 
complains one prominent 
Ukrainian -Canadian busi- 
nessman. who has returned 
to try to make a contribu- 
tion to the land of his 
ancestors. 

“The one person who's 
really acbeived something 
is Yushchenko. He's a 
visionary, he's got cha- 
risma. he's got a soul, he’s 
got a feeling for the people 
in the country ." 

The ambassador of a GT 
country is equally enthusi- 
astic: “Yushchenko is a nat- 
ural leader, he Is handsome 
and he is decent He has 
been one of the first Ukrai- 
nian leaders to sit on a 
charitable board. I think be 
is a genninne patriot.’' 

Mr Yushchenko has won 
these accolades both 
through what he's done and 
who he is. 

His achievements as the 
country's national banker 
have been impressive. 
While many of Ukraine’s 
economic reforms have 
been still-born and in the 
midst of plummetting eco- 
nomic production, Mr Vash- 
chenko has managed to bait 
hyper-inflation and lannch 
a new, stable currency , the 
hryvna. 



“ Dream candidate: Mr Yushchenko steadfastly refuses to stand for pre si dent 


ABtan 


His persona] qualities are 
equally admired. In a coun- 
try whose politicians are 
legendarily corrupt. Mr 
Yushchenko has won a rep- 
utation as a leader who is 
working for the common 
good, not for personal 
enrichment. 

With little fanfare, be has 
emerged as one of the few 
senior Ukrainian officials to 
actively support charitable 
causes and he is one of the 
government's most articn- 
late members, concerned 
with, and careful to build, a 
popular constituency for 
his tight monetary policies. 

All of this has made Mr 
Yushchenko the dream can- 
didate in the 1999 presiden- 
tial elections for belea- 
guered and depressed 
liberals. 

“After hours, instead of 
using bis government 
chaufTeor. he drives his 
own car. He is honest and 
committed.’* says Oleksandr 
Tkachenko, a Ukrainian 
television reporter whose 
news programme was pol- 
led off the air for its frank 
criticism of the authorities. 
“He would be a great presi- 
dent and he may be drafted 


into running.” 

Tall and broad-shoul- 
dered, fans think Mr Vash- 
chenko would make a natu- 
re iiy photogenic 
flesh-pressing politician. 

In a country divided 
between east and west, and 
still uncertain abont its 
national identity, his per- 
sonal background would 
also be a political advan- 
tage. Mr Yushchenko is an 
ardent Ukrainian patriot, 
displaying portraits of 
Ukrainian poets on his 
office walls and only reluc- 
tantly speaking Russian. 
Yet he is a son of the Russi- 
fied, eastern provinces of 
the country, a peasant hoy 
who still likes to beep bees. 

But despite the barrage 
of public calls for him to 
join the presidential race 
slated for next year, Mr 
Yushchenko is adamant 
that he will stay at the 
National Bank. 

“I view the idea that 1 
should run for the presi- 
dency very negatively and I 
have always rejected It," 
Mr Yushchenko says. “This 
is a position which I have 
repeated very often, so I 
hope people believe me.” 


Friends say that Mr Yush- 
chenko's reluctance is gen- 
uine. He is already popular 
enough to satisfy any crav- 
ing for public renown. And, 
in the light of the recent 
murder of Vadim Hetman, 
former president of the 
National Bank, his reluc- 
tance to impose the addi- 
tional dangers and discom- 
forts of a presidential 
campaign on his family is 
understandable. 

That is a disappointment 
for Ukr ainians and western 
diplomats alike. Bnt Hr 
Yushchenko will have his 
hands full if he stays at the 
central hanlt. The country’s 
failure to bring its budget 
under control and the grow- 
ing reluctance of western 
investors to commit to 
Ukraine are patting 
extreme pressure on Mr 
Yushchenko's proudest ach- 
eivement - the hryvna. 

Unless Ukraine's presi- 
dent and parliament experi- 
ence a radical change of 
heart soon, many analysts 
fear that even Mr Yush- 
chenko may be unable to 
keep the currency afloat. 

Chrystia Freeland 
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Ukrexim Bank 

US$20 million 


We st Merchant acted as Arranger for the US$20,000,000 Syndicated Loan 
for Ukrexim Bank, the state-owned export-import bank of Ukraine. 

This is the borrower's inaugural loan and only the fourth 
such transaction by a Uk ranian borrower. 
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Without 

consensus on the 
detail of reform, 
Ukraine faces a 
bleak future 

Half of Ukraine's economy is 
in the 21st century, half 
r emains in the middle ages. 
Kiev brokers sell Ukrainian 
stocks on one of the most 
sophisticated screen-based 
trading systems in eastern 
Europe but Ukraine's work- 
ers are paid in vegetable oil 
or bai] bearings. 

And. while the conn try 
remains capable of building 
some of the most advanced 
technology in the world, 
from lasers to nuclear tur- 
bines to rocket boosters. Its 
GDP has fallen by one half 
since 1991 and farmers have 
gone back to using horses 
because they cannot afford 
gasoline for their tractors. 

Though inflation has been 
tamed and the currency sta- 
bilised. these achievements 
have come at the cost of 
increasing wage and pension 
arrears, which now total 
roughly 5 per cent of GDP. 

Inter-enterprise arrears, a 
substitute for the lack of 
credit in the economy, are 
now higher than Ukraine’s 
GDP, while barter transac- 
tions last year totaled 66bn 
hryvna, two-thirds of the 
country's GDP. 

It is no surprise, then, that 
in Ukraine no word is used 
more often than reform. 

But while reform is some- 
thing that everyone agrees 
must happen, and soon, just 
what these reforms should 
be is the subject of consider- 
able disagreement among 
the country’s policy-makers. 

Some Ukrainian officials 
insist that Ukraine must pri- 
vatise its heavy industry, de- 
regulate its economy and cut 
its budget Serhiy Tyhypko. 
vice prime minister for eco- 
nomic reform argues: “The 
best coarse to reform is 
through creating cnnriitfop* 
for private investors by 
stabilising the economy, by 
lowering taxes for producers 
and privatisation.” 

But other officials are still 
of the opinion that the only 
thing that can save the 
Ukr ainian economy is the 
state. 



Opposing views President Leonid Kuchma and Communist Party leader Petra Symonenko 


Yahven Kushnarev, chief 
of staff far president Leonid 
Kuchma, says: “I want to 
emphasise that we are 
talking about strengthening 
the management role of the 
state, about strengthening 
the state’s regulatory role 
and abont state support for 
priority areas of the. econ- 
omy, such as aerospace and 
high technology.” “ 

Jeff Sachs, economist at 
Harvard University, 
expressed his exasperation 
with these different points of 
view after meeting with 
Ukrainian cabinet officials 
during a visit to Kiev in Jan- 
uary. “Everyone agrees-that 
something must be done but 
no one agrees on exactly 
what that is,” he said. 

In 1995-96, the gover nm ent 
began a programme to stabi- 
lise its economy by first 
stabilising its currency, (he 
hryvna. This was accom- 
plished with the help of 
S2£bn in credits from the 
International Monetary 
Fund which funded roughly 
two-thirds of Ukraine's cur- 
rent account deficit over the 
two years. 

Rnt i last year, these funds 
virtually stopped after the 
IMF tried unsuccessfully to 
negotiate tough economic 
reforms in exchange for the 
credits. As a result the gov- 
ernment began to experi- 
ment with new sources of 
finance. 


_ Fortunately, or unfortu- 
nately. 1997 brought with it 
a global fad for lending to 
emerging markets in -local 
currency, driven by low 
interest rates' and overval- 
ued stock markets world- 
wide. Ukraine’s' government 
jumped on the. bandwagon, 
issuing more than Jlbn of 
T-BiOs to foreigners to make 
up for the drop off in IMF 
credits. 

But following the Asian 
financial* crisis in the 
auhimn of last year, foreign- 
ers' have palled out of the 
T-Bill market Ukraine was 
stack with 6bn hryvna 
($3bn) in internal debt ser- 
vice at the be ginn ing of the 
year, an amount equivalent 
to 20 pm* cent of the coun- 
try's budget revenues and 
two thirds of the total assets 
of its domestic banks. 

hi January and February, 
such was the lack of interest 
in file bond market, the gov- 
ernment could not find buy- 
ers for some 800m (400m) 
hryvna of T-BDls and was 
forced to sell them to the 
central bank, essentially 
printing money. 

Over this period, the value 
of the hryvna dropped by 6 
per cent, though it stabilised 
after the central bank sold 
some $450m of reserves to 
defend it 

In March, foreigners 
started to come back into 
the country's T-Bill market 


but, in the meantime, ..the 
IMF suspended a $58Sm; 12- 
month stand-by loan-asa 
result of Ukraine's failure to 
meet macro-economic tar- 
gets. 

The country’s economic 
future hangs in the balance, 
according to most experts. 
“Ukraine is not going to 
make it in the long run if it 
doesn't cut its budget; -and 
privatise heavy industry” 
says a western economist In 
Kiev. 

But same of Ukraine's 
icy makers are drawing 
different lessons 7 froarthe 
country’s rough ride oh the 
global economic ; roller 
coaster of the last few 
ynnnths. ■ 

“The IMF policies are 
designed to make Ukraine 
into an exporter of raw 
materials for the rich west- 
ern countries,” charges Olek- 
sandr Moroz, the left-wing 
speaker of Ukraine’s parlia- 
ment 

Experts say that the lack 
of consensus on market 
reforms is a critical hurdle 
for Ukraine, which is apply- 
ing for a new IMF pro- 
gramme, a $2.5fan three-year 
Extended Fund Facility, for 
which it must meet 93 condi- 
tions. 

“I understand what the 
IMF wants and I absolutely 
support it But we do have 
different opinions on the 
issue,” says Mr Tyhypko. 



Market state* without reform the economy could eoUapaa, possfoJy taking the state with it 

Captive economy threatens freedom 




Continued from Page 1 

assets and the entrepreneur- 
ial energy of its gradually 
liberated people would make 
up for the government's 
malig n interference. 

But the melt-down in 
Asian markets last autumn 
has made investors for more 
scepticaL Many foreigners 
have pulled out of Ukraine’s 
government bond market, 
forcing the interest rate to 
nearly 50 per cent. So shaky 
is Ukraine's financial reputa- 
tion that earlier this year the 
government was forced to 
offer an almost unprece- 
dented 16 per cent yield on 
the eurobond market 

“If they don’t cut expendi- 
ture. reform tax s tr uct u res 
and privatise, they remain 
subject to the whims of the 
international market for 
high risk, high yield delft,” 
says Patricia Bartholomew, 
an economist at the Kiev 
office of the brokerage Wood 
and Co. 

The high price of borrow- 
ing Is a worrying signal that 
Ukraine's economic failures 
may be jeopardising its main 
economic success - financial 
stabilisation. After a painful 
bout of hyper-inflation. Kiev 
has brought inflation down 
to an annual 10 per cent and 
launched a relatively stable 
national currency, the 
hryvna. 

But today the hryvna, and 
the fragile political achieve- 


ments it underpins, could be 
in danger. 

Impoverished and increas- 
ingly desperate, the govern- 
ment has already begun to 
chip away at Ukraine’s 
nascent democracy. In con- 
trast with past ballots, dur- 
ing recent parliamentary 
elections critical newspapers 
and television programmes 
were silenced and at least 
one popular opposition mem- 
ber of parliament now risks 
being stripped of his seat on 
a legal technicality. 


Worse still, without eco- 
nomic reform, the state itself 
may not be able to endure. 

“I view the economy as the 
most important threat to 
national security,” says Vol- 
odymyr Horbulin, Ukraine’s 
national security chief. 

Like many of the bruised 
nations of eastern Europe, 
Ukrainians are fond of com- 
plaining about the poor band 
history has dealt them. At 
the end of a century Includ- 
ing the artificial Stalinist 
famine, in which more than 


6m Ukrainians died, and the 
Chernobyl nuclear disaster, 
it is bard to blame them. 

But, today, historical 
excuses are not enough. For 
the first time in a long tone. 
Ukraine is independent and 
with that independence has 
come responsibility for its 
own fate. If Ukraine's lead- 
ers fail to take advantage of 
this o pportunity, the entire 
region risks being destabil- 
ised. It may be another thou- 
sand years before Ukraine 
gets a second chance. 


Spektor, Sachs & Company 
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fleet news; agreement w8h Russia over the Black Sn fleet me g huge step 
CRIMEA • by Charles Clover .. 

A turbulent past, 
present and future 


Ethnic and 
political claims 
leave the region a 
powder-keg once 
more • 

Throughout the centuries, 
the Crimean penmsitfa has 
been the gateway to mari- 
time civilisation for horse- 
men funiLthe steppes of cen- 
tral Eurasia. For the Mongol 
ancestors of the Tatars. who 
took Crimea in the 13th. cen- 
tury. as well as for the Hus-' 

sian cossacks under Cather- 
ine the Great, who in turn 
conquered it in 1783, control 
of Crimea meant naval domi- 
nation of the Black Sea and 
the potential to control the 
Bosphorus. 

But when Russia gave the 
territory to its neighbour 
Ukraine in 1954 while both 
were still part of the Soviet 
Union, it did not anticipate 
that the Union would ever 
collapse. And when that hap- 
pened in 1991, Crimea 
became one of the most stra- 
tegic pieces of territory that 
the latter day Russian 
empire would lose. 

While the peninsula - 
belongs to Ukraine, two 
thirds of the population are 
ethnic Russian, many of 
whom yearn for re-unifica- 
tion with their motherland. 

And die ethnic cauldron is 
further heated by the pres- 
ence of the native Tatars, 
who were deported to cen- 
tral Asia in 1944 under the 
reign of Joseph Stalin, and 
have only started to drift 
back. By now, they make up 
12 per cent of the peninsula's 

population. 

The combination of ethnic 
nationalism with geo-politi- 
cal imp ortance has-been & 
volatile one throughout the 
2990 s and many experts have 
taken note. 

Volodymyr Horbulin. 
Ukraine's director of 
national security, explains: 
“We cannot allow-any. seal of 
conflict to happen in Cri m e a . 
Crimea fa our Balkans, only 
in much more concentrated 
form.'’ 

h was only steady nerves, 
in both Kiev and’ Moscow, 
that prevented one crisis in 
1994 from becoming another . 
Abkhasia or Nafgorno-Kara- 
bakh. 

In that year, the peninsu- 
la's population elected a Rus- 
sian nationalist. Yuri Mesh- 
kov, as Its president and he 
promptly declared that Cri- 
mea would hold a referen- 
dum on whether St would 
join Russia. Had it taken 
place, the referendum would 
almost surely have passed, 
but Mr Meshkov's lack of 
international support, nota- 
bly from Russia, combined 
with pressure from Kiev to 
ensure his ousting later that 

Most observers attribute 
Russia's comparatively pas- 
sive stance an Crimea to the 


moderating Influence of 
Bom Yeltsin. Russia’s presi- 
dent But the threat loams 
that, mice Mr Yeltsin is no 
longer in power, anything 
could happen. *- !3: 

“Most of these- territorial 
questions, like Crimea, will 
remain, solved as long as 
Boris Yeltsin remains presi- 
dent," - says Andrei Fedorov, 
the farmer deputy foreign 
minister of Russia who now 
heads a Moscow think tank, 
the Council, on Foreign arid 
Defense Policy. “Once he is 
gone, Russia's position oh 
these issues wQ14epeaDd. cn 
who replaces him." r> * 

Earlier thisyp&r.fOr exam- 
ple, Moscow mayor Yiuri 
Luzhkov, a contender , in 
Russian presidential elec- 
tions in the year 2000, stated 
that the Crimean port city -of 
Sevastopol, home of Russia’s 
Black Sea fleet, should 
belong - to Russia, riot 
Ukraine. ... 

The threat of a hard-core 
nationalist at the helm- of 
Russia has many in life 
newly independent stales 
worried. And since the mid- 
1990s, Western powers,- led 
by the US, have quietly 
backed away from their 
'Russia-first'' diplomacy in 
the former Soviet Union to a 
position that emphasises, 
keeping the union broken 
up. t 

This unofficial doctrine 
was on display last autumn 
during joint naval man- 
ouevres between Ukrainian 
and western fleets, code- 
named “Sea-Breeze." which 
took place off the coast of 
Crimea. The amphibious 
component of the exercise, 
which was changed at the 
last minute under Russian 
protests, was based on the 
scenario of a fore ign power 
provoking ethnic unrest 
among the population as an 
excuse to intervene. •* 

Such a scenario is already 

very familiar to countries in 
the Caucasns, where many 
have accused Russia of u sing 
such covert Intervention, to 
secure the memberships of 
Georgia and AzerbaUan'iri 
the Commonwealth of Inde- 
pendent States. 

And If Russia were able to 
take back Crimea, it may 
very well have catalytic 
effects on other territories in 
Ukraine, the Baltics and cen- 
tral Asia that have Russian 
majorities. 

“The future of Ukraine 
han gs on Crimea," says 
Alexander Formanchuk. a 
political scientist in Simfero- 
pol, the Crimean, capital. 

But earlier this year, Kiev 
blundered badly in its rela- 
tions with Crimea, which 
has once again unleashed 
the threat of the nationalist 
question. 

Crimea has been an auton- 
omous region of Ukraine v 
since 1992 but, . in January, 
the Ukrainian central’ gov : 
enunerit flJegaHy replaced., 
the mayor and' city conridT' 


of the Crimean city of Yalta 
with cronies of the Crimean 
prime minister. Anatoly 
Ranch ok. whose son is mar- 
ried to the daughter of 
Ukraine's president Leonid 
Kuchma. *-«-• 

The uproar over the move 
sharply radicalised the Cri- 
mean population and, in 
local parliamentary elections . 
last mo nt h, they voted over- 
whelmingly for the. Commu- 
nist Party. In tiie past, the 
Crimean Communists have 
spoken out hi favour of re- 
unification with Russia. 

Though Communist boss 
I>ShW Grach stated last 
month that they wffl leave 
arideZquestions of national- 
ity- Vis favour of concentrat- 
ing cp the economic situa- 
tions others are not so sure. 

“This is a very dangerous 
situation. I give them at 
maximum one year before 
they fry to hold another ref- 
erendum to join Russia,” 
says Serhiy Terio khin, a 
member of Ukraine’s parlia- 
ment who is known for his 
p row estera views. 

But," despite the headlines, 
the main struggle for Crimea 
may be taking place through 
the Slow forces of demo- 
graphic change. The Russian 
population is, by and large, 
elderly and some 500,000- 
700,000 of the peninsula's 
23m population are pension- 
ers. 

Meanwhile, the Tatars, 
which now make up' 12 per 
cent of the population, are 
younger on average and 
have higher birth rates. 
Same analysts say that in 10 
years, if most of the remain- 
ing Crimean Tatar popula- 
tion immigrates, the Tatars 
could .account for 30- per cent 
of tiie peninsula's popula- 
tion. 

Russian officials privately 
theorise that the Tatars are 
supported by western pow- 
ers, via Turkey, in an 
attempt to ensure that Rus- 
sia cannot once again gain 

control of the strategic pen- 
insula. 

“The Tatars are the deci- 
sive force bal a ncing the pro- 
Russian nationalists." says 
Mr Formanchuk. 

But while the Tatars are 
the mam bulwark against 
Russian nationalism, their 
relations with Ukraine are 
also tense- Last month, the 
Ukrainian government failed 
to renew a temporary law 
reserving 14 of the Crimean 
parliament's 96 seats for the 
Tatars. The basis for this 
law was that many of the 
Tatars were not yet citizens 
and could not vote. 

“It fa. absurd,” says Mus- 
tafa Djemflev, head of the 
Crimean Tatars. “We are the 
native people of Crimea, 
with 12 per cent of the popu- 
lation. and we have no politi- 
cal representation." he says. 

Tf the government doesn’t 
leave us any choice, we wfll 
.havBjqisetiJe our grievances 
bn fhe public squares." 
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FOREIGN POLICY * toy Anthony Robinson 


A novice fluffing its lines 


Ukraine has failed 
to make progress 
since being 
welcomed on to 
the world stage 

Ukraine has never before 
been a presence in interna- 
tional politics, even though 
it held a seat at the United 
Nations, along with Soviet 
BeJor maria , throughout the 
post-war period. 

That was. essentially, one 
-of Stalin's little jokes at the 
expense of the international 
community. While Moscow 
ruled its Ukrainian province 
with a rod of iron the votes 
of Ukraine and Belorussia 
helped to boost the Soviet 
presence in New York. Sepa- 
rate UN membership also 
provided handy extra chan- 
nels for infiltrating Soviet 
agents into UN institutions 
around the world. 

The hugely pompous. Sta- 
linist neo-classic foreign 
ministry building in Kiev, 
with its hammer arwi nirirlw 
emblem still adorning the 
stone flags draped across the 
top of the heavy columns, 
stands as a reminder of 
those days. 

Far the last seven years, 
however, Ukraine, whose 
well-trained diplomats staff 
one of the most progressive 
government departments, 
has worked hard to establish 
its presence internationally. 
Kiev now hosts a plethora of 
foreign embassies inter- 
national financial institu- 
tions, including the IMF. 
World arvt the EBRD. 

last month, Boris Taras- 
yuk, Kiev's fanner chief of 
tiie Ukrainian mission to 
Nato, replaced H enna riy 
Udovenko, veteran Soviet- 


era professional as foreign 
minister. Mr Udovenko gave 
up the top diplomatic job 
after bang elected to parlia- 
ment on the Ruth party 
ticket at the recent parlia- 
mentary elections. 

Vyasheslav Fikhoveshek, 
head of the Ukrainian Cen- 
tre for Independent Political 
Research argues that 
Ukraine’s foreign policy 
aims and achievements 
should he judged in the light 
of the way in which Ukraine 
gamed its formal sovereign 
independence in 199L 

By his analysis Ukraine 
became independent not as a 
result of agitation by the 
noisy Rukh nationalists con- 
centrated in the western 
Ukraine but, primarily, due 
to the growing conviction of 
a powerful group of commu- 
nist party insiders that the 
best way to preserve their 
grip on power was to break 
with Moscow. 

The failure of the August 
1991 Moscow coup attempt 

confirmed that power had 
slipped from the hands of 
the Ukrainian factions 
within the Soviet communist 
party, concentrated in the 
military-industrial cities of 
eastern Ukraine. This 
so-called “ Dni perpetr ovska 
mafia" petscoifled by Leonid 
Brezhnev, played a key role 
in Soviet Union-wide party. 
KGB and military affairs 
after the death of S talin but 
was undermined by Mikhail 
Gorbachev’s subversive poli- 
cies of giasnost and peres- 
troika. 

The retention of real 
power by senior Ukrainian 
communists deeply inter- 
twined with the military 
industrial rampier, vnR and 
military networks made it 
pnarihio to assert Ukrainian 
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sovereignty, Mr Pikborsek 
argues, without provoking 
civil war or military confron- 
tation with similar struc- 
tures remaining in Russia. 

The key decision to give 
up nuclear weapons, for 
example, reflected the fact 
that although the Yozhmash 
complex in eastern Ukraine 
was one of the main produc- 
ers of Soviet IGBM missiles 
and Ukraine was also pock- 
marked by missile launch 
sites and nuclear bomber air- 
fields, all mraman rt con- 
trol functions wot concen- 
trated in Moscow. 

Hie only alternative to the 
virtually impossible task of 
building up Ukraine’s own 
command and control struc- 
tures was to relinquish 
nuclear weapons and cut 
bloated military forces. 

Other foreign policy priori- 
ties included the need to 
reach a compromise with 
Moscow over ownership of 
the Soviet Black Sea fleet 
and the status of the Sevas- 
topol naval base as well as 
the need for western finan- 
cial and technical assistance 
for military re-structuring 
and the conversion of mili- 
tary factories to civ ilian use. 


Such a strategy required a 
non-provocative, construc- 
tive policy towards Moscow 
aimed at building a new rela- 
tionship on the basis of 
mutual respect. It also 
required a new openness 
towards the US, Nato and 
the European Union and 
closer economic and political 
ties with Ukraine’s western 
neighbours. Poland, Hun- 
gary and Slovakia and with 
its Black Sea regional neigh- 
bours - including Turkey. 

Ukraine’s success in estab- 
lishing its international pres- 
ence is also largely due to 
the fact that it has been 
pushing on an open door. 

Kie\ r benefited from the 
geo-strategic fact that it 
would be impassible to re- 
construct a new Soviet 
Union without the resources, 
population and location of a 
country bigger than France 
with more than 50m inhabit- 
ants. Without Ukraine and 
Belarus, furthermore. Euro- 
pean Russia is a far less ele- 
phantine and more tractable 
presence in the continent 
than the former Soviet or 
Czarist empire both of which 
stretched from the Baltic to 
the Pacific. 


Over the last few years, 
recognition of Ukraine’s 
strategic importance has 
given Kiev many advantages 
and enabled it to attract size- 
able assistance from the US, 
the EU and international 
financial institutions. 

Until now foreign aid has 
been forthcoming despite the 
fact that progress in struc- 
tural economic reforms by 
the still largely Soviet-era 
political structure has been 
slow, especially with regard 
to privatisation. 

Those easy days, however, 
are coming to an end. The 
old bug-bear, Russia, is far 
ahead in economic restruct- 
uring and attractiveness to 
foreign investors, particu- 
larly as it is perceived as no 
longer interested in dreams 
of imperial reconquest. This 
means that foreign govern- 
ments and potential inves- 
tors are Jess and less willing 
to bankroll the still opaque 
and bureaucratic system in 
Ukraine. 

Increasingly, governments 
are demanding a level 
playing ground and clearer 
rules for investments and 
projects. Meanwhile, interna- 
tional capital markets have 
given an unmistakeable 
warning signal by demand- 
ing embarrassingly high 
returns on recent Uk rainian 
bond issues. 

Ukraine's international 
status is assured. The ques- 
tion now is whether it can 
give substance to indepen- 
dence by creating the condi- 
tions for attracting the 
domestic and foreign invest- 
ment needed to repair the 
damage of the last 80 years 
and make Ukraine a prosper- 
ous as well as welcome 
member of the international 
community. 
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FINANCIAL SECTOR • by Anthony Robinson 


POLITICS • bv Charles Clover 


In need of intensive care 


Ukraine’s banks 
and stock market 
badly need help if 
they are to lift the 
economy 

The murder last month of 
Vadim Hetman, the former 
first president of t be 
National Bank of newly 
independent Ukraine in 1991. 
sent shockwaves throughout 
the political and financial 
world. 

Shot several times by a 
professional killer in the lift 
of his Kiev apartment, the 
violent death of the man 
who acted as mentor to the 
younger generation of 
Ukraine's central and com- 
mercial bankers is seen as a 
political killing. 

“Many of us see this as a 
deadly warning shot to 
ensure that Victor Yush- 
chenko (the current, and 
highly respected, president 
of the Ukrainian National 
Bank) does not decide to 
become a candidate in next 
year's presidential elections 
ns many bankers and private 
businessmen would like.” 
says a senior commercial 
banker. 

The killing is the first to 
strike the fledgling banking 
sector which has been strug- 
gling to grow in a still 
largely unprivatised econ- 
omy where most private 
business is small scale and 
outside the formal sector. 

The weakness of the sector 
is one of the fundamental 
obstacles to the development 
of an entrepreneurial class 
capable of rebuilding the 
deformed economy inherited 
from decades of communism. 

The sector was the prime 
victim of hyper-inflation in 


1992 and 1993 and the then 
government’s decision to 
breeze deposits in savings 
and other accounts. The 
savings of millions of 
Ukrainians were practically 
wiped out, destroying, in the 
process, whatever faith they 
had in the banking system. 
They have been only par- 
tially compensated by certifi- 
cates giving them preferen- 
tial treatment in the 
privatisation process. 

Re-building trust In the 
banks and creating a modem 
b anking culture is a primary 
objective of IMP, World 
B ank and EBRO assistance 
and financial sector techni- 
cal programmes. 

But it will be a long haul. 
Assets of the banking sys- 
tem as a whole amount to 
little more than 5.5 per cent 
of GDP, calculates Patricia 
Bartholomew, senior econo- 
mist at Wood and Co, a lead- 
ing brokerage house. 

With nominal interest 
rates on risk-free govern- 
ment T-bills again approach- 
ing 50 per cent the average 
bank has little Interest in 
commercial lending. Most 
would-be private sector bor- 
rowers are also squeezed out 
by the overwhelming hunger 
of the state sector for funds 
or seek ways of tapping the 
estimated $7-9bn kept under 
mattresses or in jam jars. 

The composition and 
reforming zeal of the post- 
election Ukrainian govern- 
ment and parliament 
remains to be seen after the 
April parliamentary elec- 
tions brought 114 indepen- 
dents and other generically 
pro-business MPs into the 
new parliament. 

Somewhat ironically, ana- 
lysts believe that the small- 
ness of the Ukrainian bank- 
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ing system, coupled with the 
macro-economic stabilisation 
policies pursued by Viktor 
Yushchenko and his team at 
the National Bank of 
Ukraine, bas protected the 
Ukrainian economy from the 
sort of financial sector 
shacks which, for example, 
afflicted Bulgaria two years 
ago. 

But. without an efficient 
banking system to channel 
savings to investors’ enter- 
prises, the growth of 
Ukraine's private sector is 
likely to remain stunted and 
heavily concentrated in the 
“parallel economy”, foreign 
bankers believe. 

At present, most of the 217 
licensed Ukrainian commer- 
cial banks are small, under- 
capitalised and ill-equipped 
for risk assessment and nor- 
mal leading procedures. 
Seven foreign banks also 
operate in the country with 
a full banking licence and 
several more, including Citi- 
bank. are expected shortly. 

But business will remain 
limited until incomes rise 
and privatisation finally 
takes ofT. Analysts believe 
that probably a dozen h anks 


have a long-term future. 
These are principally those 
included in the business 
development programmes of 
the international financial 
institutions. 

Inclusion in such pro- 
grammes, with its access to 
cash and know-how, is seen 
as a seal of approval or qual- 
ity stamp. Seven Ukrainian 
banks currently benefit from 
a $12lm small business 
development credit line Grom 
the EBRD to the National 
Bank of Ukraine. The central 
bank on-lends the funds to 
the selected banks which, in 
turn, lend to small and 
medium enterprises, usually 
to provide hard currency 
funding for investment, 
trade or leasing activities. 

The EBRD also runs a 
multi-bank equity financing 
facility which provides 
equity capital and technical 
assistance and facilitates 
longer-term financing. The 
Kiev-based All-Ukrainian 
Joint Stock bank (VA Bank) 
is the first to take part in the 
new scheme with the EBRD 
paying 310m for an equity 
stake and seat on the bank’s 
supervisory council. 


Three years ago the EBRD 
also lent $13m to the 
Donetsk-based First Ukrai- 
nian International Bank. 
This is a Dutch-Ukrainian 
joint venture in which Maes 
Pierson is a major share- 
holder. This was the first 
EBRD bank-to-bank credit 
line, with the proceeds going 
to financ e both private com- 
panies and companies being 
privatised. 

The under-developed state 
of the banking system is 
mirrored in other capital 
markets. After explosive 
growth in share prices in the 
first part of 1997 the stock 
market dropped like a stone 
as the reverberations of the 

Asian crisis washed through 
Ukraine and other highly 

leve raged marginal markets. 
The Wood 15 Index of lead- 
ing stocks, for example, was 
launched on June 13 with a 
base of 1,000 and leapt to a 
high of 2590 in early October 
before plummettmg. 

Even at its peak, however, 
total equity market capitalis- 
ation was less than $4-5bn 
with 85 per cent of peak 
weekly turnover of $25-30m 
taking place in trading 
between non-residents, 
mainly in telephone and 
screen-based trading. Cur- 
rent weekly turnover is usu- 
ally less than jgm in this 
huge country of more than 
50m inhabitants. 

The inability of the bank- 
ing system and capital mar- 
kets to satisfy the hunger for 
capital and know-how of 
small and recently privatised 
companies bas created a big 
opportunity for foreign 
investment funds, especially 
those willing to take the 
Hmp to evaluate companies, 
their owners and their 
potential market growth. 
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Gambling on a 
parliamentary • 
system has 
maintained unity 
but stalled reform 

The most difficult task for 
the Ukrainian government 
since independence in 1991 
has been to con str uct a uni- 
fied state oat of regions that 
only a few generations ago 
belonged to different 
empires. 

The country's western 
regions were part of the 
Hapsburg empire until the 
end of the first world war. 
and the Crimean penincnla 
was part of Russia until 1954. 

Voting in presidential elec- 
tions of 1994, meanwhile, 
revealed a dean split down 
the middle of Ukraine (see 
map), which minors a 'cul- 
tural and confessional split 
more than a millennium old. 

The strong centrifugal ten- 
dencies of Ukraine's regions 
have meant that the govern- 
ment has faced a constant 
struggle to centralise its 
authority. 

This largely behind-the- 
scenes conflict burst into 
open view in 1994 when the 
Crimean peninsula threat- 
ened to hold a referendum to 
secede from Ukraine and 
rejoin Russia. 

Early on, a strong region- 
alist movement in parlia- 
ment threatened to under- 
mine the very basis of 
Ukrainian statehood. The 
main item on the regional- 
ists' agenda was to change 
tax collection laws to make 
them independent of the cen- 
tral authority. 

To combat the regional - 
ists' influence, Kiev was 
forced to make something of 
a Faustian bargain. Central 
government, like its counter- 
part in Russia, decided to 
promote the development of 
political parties, which were 
seen as a valuable counter- 
weight against regional inde- 
pendence and had a stake in 
strengthening the federal 
centre. 

“Parliament could be dom- 
inated either by regional 
bosses or political parties.” 
says Vyacheslav Pikhov- 
shek, of the Ukrainian cen- 
tre for Independent Political 
Research in Kiev. “Political 
parties are the lesser of two 
evils.” 

The first, and most visible, 
manifestation of this unoffi- 
cial policy was that in 1993. 
after being banned for two 
years, the Communist Party 
of Ukraine was allowed to 
reform and rapidly became 
the largest political party in 
the country. 

Last summer, the passage 
of a new election law 
strengthened the political 
parties considerably by .alloc- 
ating half of the seats in par- 
liament for election by party 
list rather than in individual 
districts. 

Not surprisingly, political 
parties are proving to be 
nearly as much of a head- 
ache for Kiev as the regional 
bosses. 

Most of file support for 
political parties is from the 
left wing and these parties 
oppose the adaption af the 
market-oriented reforms that 
many economists think the 
country needs in order to 
recover from the economic . 
collapse it suffered after the 
break-up of the Soviet 
Union. 

Since independence 
Ukraine’s GDP has fallen 
one half and many policy- 
makers identify the economy 
as the single most important 
threat to the country's secu- 
rity. 

While the government has 
managed to stabilise its cur- 
rency and lower inflation, 
the economy is still in chans 
and most economists think 
that it needs ureeotlv to Dri- 
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vatise its large-scale indus- 
try and cut the government 
budget 

So far, the left-dominated 
parliament has stood in the 
way of these reforms and 
elections in March Increased 
the left-wing representation 
in parliament from 30 to 40 
per cent 

The government, there- 
fore. faces a dilemma. By 
weakening the left, and malt- 
ing way for economic 
reform, it would strengthen 
r egional forces, which could 
ultimately lead to the disin- 
tegration of the state. 

Bat weakening the 
regional bosses means 
strengthening the left, which 
Inflic ts political paralysis. 

Faced with these alterna- 
tives, some frustrated Ukrai- 
nian officials have gone so 
far as to suggest that 
Ukraine is simply too demo- 
cratic for its own good. 

Yevhen Kushnarev. chieT 
of staff for president Leonid 
Kuchma, complains: “The 
president is very interested 
in speeding up the pace of 
reforms but our constitution, 
as distinguished from that of 
Russia and others, practi- 
cally doesn't allow him to 
affect the course of reforms.” 

Indeed, Ukraine is one of 
the only countries in the 
Commonwealth of indepen- 
dent States where parlia- 
ment remains a strong force 
in politics. 

In virtually all the rest, 
including Russia, it has been 
either abolished or seriously 
weakened as an institution. 
In some cases this has 
opened the door to economic 
reform. 

During the political cam- 
paign before the March elec- 
tions there were ominous 
signs that Ukraine’s short 
democratic tradition may be 
in jeopardy. The government 
closed newspapers and 
arrested an opposition news- 
paper publisher on fiimsy 
grounds. • 

The Organisation for Secu- 
rity and Co-operation in 
Europe sharply criticised the 
government's handling of 
the elections, saying that 
these incidents “cast doubt 
on the neutrality of the state 
apparatus in the elections”. 


Some analysts and diplo- 
mats who view parliament 
as a roadblock to reform 
may be willing to turn a 
blind eye to the Ukrainian 
government’s attempts to 
reduce parliamentary 
authority. 

Others point out that 
Ukraine’s main problem Is 
not parliament. The real cul- 
prit in Ukraine's political 
paralysis is the government. 

“The government in many 
cases is the main obstacle to 
reforms,” says Serhiy 
Tyhypko, vice-prime minis- 
ter for economic reform. 

“One of our most pressing 
problems is administrative 
reforms and this is some- 
thing that we have been 
unable to correct This is not 
parliament’s fault.” 

The Ukrainian govern- 
ment, for example, is pres- 
ented as a case study in 
administrative dysfunction 
in a 1997 World Bank report. 
The State in a Changing 
World. 

According to the report: 
“The number of central gov- 
ernment bodies remains 
large (more than 110), their 
responsibilities often overlap 
and lines of accountability 
are unclear. The cumber- 
some structure makes coor- 
dination difficult, delays 
decision malting and reduces 
transparency.” 

Little by little, however, 
the government has been 
making progress to trim its 
bloated ranks and rational- 
ise decision-making. 

Analysts point out that the 
months following the parlia- 
mentary elections In March, 
and before presidential elec- 
tion campaigns begin in 
1999, present an opportunity 
for reforms to be imple- 
mented. 

“It is important to use this 
period between election cam- 
paigns, when reforms will be 
less politicised." said a 
senior western diplomat In 
Kiev. 

Others, however, are pessi- 
mistic and point out that 
Ukraine's government has a 
history of avoiding hard 
decisions and relying on the 
goodwill of its international 
creditors to see it through 
hard times. 
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empty 

basket 

Failure to tackle 
the thorny issue 
of land ownership 
is rendering the 
sector barren 

Bat Batov, the powerfully 
built director of a large farm 
TOkm west of Kiev, nearly 
overturns his large desk in 
exasperation. Re owes his 
workers three months' 
wages but is saddled with 
such Ugh taxes he produces 
meat and milk at a loss. 

“The bureaucrats only 
want to wring money out of 
the farmers," he says. 

Mr Batov, like many work- 
ing In agriculture in 
Ukraine, blames the govern- 
ment for actually impeding 
farms from developing. 

judging by performance, 
agriculture is last on the 
government’s list for reform. 
After 70 years of commu- 
nism land reform has proved 
the most tricky of political 
Issues and shows no sign of 
being resolved quickly. 

Once the “bread basket” of 
Europe, Ukraine’s fertile 
black earth should make it 
an agricultural powerhouse, i 
says Eric Howell, manager of < 
a land privatisation project 
sponsored by the World 
Bank's International : 
Finance Corporation. “It is i 
being artificially kept down. 

It should be a strong ele- : 
ment of the economy." 

There is no doubt that I 
agriculture is in a chronic ] 
state. Production has fallen I 


bread 


80 per cent in the decade. 
Dairy herds have halved 
since 1931 and poultry stocks 
declined by 70 per cent Up 
to 80 per cent of farms are 
lossmaking and wages are 
the most in arrears of any 
sector of the economy. 

The ww>m stumbling block 
is land ownership, which is 
vehemently opposed by com- 
munist politicians and some 
farm bosses. 

Parliament has rejected a 
government proposal on pri- 
vatising land seven times. 
As the law stands, state 
farms can be divided among 
workers but land cannot be 
sold until six years after pri- 
vatisation. It wsirw farmery 
are unable to raise mort-- 
gages and so are denied a 

vital source of credit. 

All that is left to them are 
short-term loans from com- 
mercial banks whose inter- 
est rates are extortionate - 
up to 40 per cent, according 
to Mr Batov - and barter 
trade by which they receive 
seed, fertiliser and fuel from 
traders in return for part of 
the harvest six or nine 
months later. 

Neither is in the interests 
of the fanners, says Bobdan 
Chomiak of Chemonics, a 
USAID-funded company pro- 
viding technical assistance. 
He points out that margins 
on barter transactions can 
be 50 per cent, with the 
farmer losing out each time. 

President Iieonld Kuchma 
has tried to find a way round 
parliament's objections to 
land sales by creating 50 
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year leaseholds that are 
transferable. But Ukraine 
remains behind Russia in 
land re fo rm and is unlikely 
to pass any law permitting 
land sales. 

The government is Slowly 
tackling privatisation in 
other areas. Food processing 
is almost entirely in the pri- 
vate sector now and showed 
an upturn last year, helped 
by increased tar iffs on 
imported goods. 

This year the government 
intends to privatise most of 
the country's grain eleva- 
tors, -which enjoy a monop- 
oly over storage, distribution 
and supply of seeds. 

Mr Kuchma has also 
passed a decree reducing 
taxes, although it has yet to 
be approved by parliament. 

Fanners complain bitterly 
that they have to pay 19 dif- 
ferent taxes which gobble up 
93 per cent of their income, 
leaving 7 per cent for wages 
and energy costs. Penalties 
for non-payment of taxes are 
punitive and the farm’s bank 


accounts are frozen, forcing 
them to deal by barter to 
continue to farm. 

A bankruptcy law is also 
badly needed, analysts say. 
Overall production will con- 
tinue to Ml until bankrupt 
farms are run out of busi- 
ness- 

in the meantime a crazy 
situation has developed in 
which the nation is literally 
surviving off its vegetable 
plots. 

Mr Chomiak says 95 per 
emit of the fruit and vege- 
tables produced in the coun- 
try are homegrown and 50 
per cent of animal protein 
comes from the private sec- 
tor. produced on only 12 per 
cent of Ukraine’s arable 
land. 

Villages are reduced to 
subsistence level, with 
unpaid workers living purely 
on their potato patches. One 
agriculture adviser says he 
has met farm workers who 
have never seen a hryvna, 
although the currency was 
introduced two years ago. 


Although the old state p™* 
collective farms have been 
renamed "collective agricul- 
tural enterprises”, not much 
has changed. Workers now 
own certificates as proof of 
their share of the enterprise 
and can split away, receive 
the title to their share of 
land and become private 
farmers. 

A tiny number are doing 
so under a programme run 
by the 1FC but they are iso- 
lated examples. Only 4 per 
cent of land is privately 
farmed. 

"The psychology of people 
has not changed,” says Mr 
Batov, who has reorganised 
his farm but found only two 
private farmers ready to 
break away and go it on 
their own. 

With investment and tax 
reforms. Mr Batov is con- 
vinced he can turn his farm 
round- Most analysts think 
the same about Ukr aini an 
agriculture in general. It is 
up to the government to 
deliver. 
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^ The country, and 
its industry, rests 
on massive 
reserves, from 
titanium Xo gold 

There are two landmark 
Soviet monuments that dom- 
inate Ukraine's graceful cap- 
ital, Kiev - the Arch of 
Friendship and the Mother 
of the Homeland. 

Both are made of Ukrai- 
nian titanium and, however 
ugly, are a tribute to the 
country’s wealth of natural 
resources. 

Ukraine possesses an esti- 
mated 5 per cent of the plan- 
et's mineral reserves. It Bes 
on the world's largest supply 
of titanium, the third largest 
deposit of iron ore - more 
. than 200bn tonnes - and 30 

(I per cent of the world’s man* 
ganese ore. 

It has mercury, uranium, 
nickel and a small amount of 
gold, among other things. 

It was because of the coun- 
try’s enormous mineral 
riches that Stalin launched 
his plan in the 1930s for mas- 
sive industrialisation of 
Ukraine, until then a pre- 
dominantly agricultural soci- 
ety. 

Hundreds of factories, 
steel plants and power sta- 
tions went up every year, 
turning Ukraine into the 
core of the Soviet Union's 
military industrial complex. 

Today the metal industry 
is the largest sector of the 


economy, accounting for 
almost 30 per cent of Ukrai- 
nian GDP in 1997 and 25 per 
cent of its exports. 

It has been the first sector 
to reverse the seven-year* 
decline in' production' antT 
showed average growth of 12 
per cent last year when 
Ukraine produced 25 -2m 
tonnes of steel, making tt-fhe' 
eighth largest steel producer 
in the world. 

With domestic demand- 1 
down, steel manufacturers., 
have sought markets abroad 
with some success. Exports 
amounted to $5hn last year. . 
an increase of 30 per cent ' 

Biggest customer was ' 
China, followed by others in - 
south-east Asia, Germany, 
Turkey and the US. 

Russia is a traditional 
importer of Ukrainian steel 
and steel pipes but last year 
it imposed a 20 per cent 
import tax on Ukrainian, 
goods. Sales shrank drasti- 
cally as producers sought 
markets elsewhere. 

Bren if its mills are ener- ’ 
gy-guzzling and inefficient, 
they are managing to turn 
out steel that is competitive 
since local energy and trans- 
port costs and wages are so. 
low. Ukrainian companies 
have also wan international 
quality certification allowing 
them to compete on the 
international market 

Serbiy Tyhypko, first dep- 
uty prime minister for eco- 
nomic reform, is not rgjoic- * 
log, however. He is unhappy 
that Ukraine is exporting 


most of its steel rather than 
using it in local manufactur- 
ing which would be better 
for the country. 

He points to the environ- 
mental toll Ukraine pays for 
so mioy working steel mills. 
He. explains the increase in 
steel exports by pointing out 
that there is a lack of compe- 
tition.' “Not many other 
countries are prepared to do 
such filthy work," he says. 
But he concedes that, for the 
moment. Ukraine has no 
choice. 

Analysts say the industry, 
which employs more than 
500,000 people, is likely to 
continue growing, if not at 
such a pace as In 1997. But 
the future is not wholly 
secure. 

The Asian crisis is expec- 
ted to affect Ukraine's steel 
exports: South-east Aslan 
countries were big importers 
last year and a new market 
for Ukraine. But such 
exports are expected to fan 
this year. 

Mills' '.are already slowing 
prodbqtion as tonnes of steel 
sit In the ports and prices 
fall. There is hope that Rus- 
sia may step in and buy 
Ukraine’s steel again, waiv- 
ing its new import tax. 

Ukraine is also facing sev- 
eral large anti-dumping 
investigations in the US, 
Mexico and south-east Asia 
and has specifically been 
issued with a five-year ban 
from exporting to the US: 
The case is now under 
appeal. 


Outdated technology aod a 
lack of energy and time-effi- 
cient methods are big 
long-term problems for the 
industry, too. 

AD the main steel produc- 
ers are to remain majority 
state-owned since the indus- 
try is considered of strategic 
importance. 

According to a govern- 
ment decree issued in 1997, 
the state will keep 51 per 
cent of all large companies. 
Two pipe producers, priva- 
tised before the decree, are 
the only companies to slip 
through the net 

But even privatisation of 
parts of companies in the 
metal Industry has hit some 
serious obstacles as the 
country’s “jewels”, as one 
financier called threw , came 
on offer.- 

Two recent tenders for 
manganese companies have 
been called off. officially 
because they were under- 
priced but possibly more 
because of a fierce jostling 
far a piece of the cake. 

There are 20 steel mills. 10 
companies extracting Iron 
ore and eight companies 
producing steel pipes. Some 
of thgm are the biggest of 
their kind in Europe and the 
pipe producers build the 
only gas and oil pipelines 
that Russia can use. 

Khartsyzk. the main sup- 
plier of pipes to the Russian 
gas company Gazprom, 
received big enough orders 
from that company last year 
to put it back in business. 


Likewise, the four compa- 
nies that dominate steel pro- 
duction - Krivurizhstal, Mar- 
iupol Qlicha, Azovstal and 
Zaporizhstal - will depend 
on exports for their survivaL 


The country's 
immense 
resources y and 
potential, could 
both go to waste 

An evening in a Kiev 
restaurant will find good 
food and good service nowa- 
days but the occasionally 
flickering lights will remind 
you where you are. 

Ukraine does not experi- 
ence frequent blackouts like 
its neighbours in the Cauca- 
sus across the Black Sea, yet 
it is heavily dependent an 
energy imports and is strug- 
gling to pay for them. 

Ukraine's lack of hydrocar- 
bons is acute for a heavily 
industrialised country of 
more than 50m people. 
Energy imports account for 
56 per cent of foreign debt 
and economic recovery will 
depend largely on an effec- 
tive energy policy. 

The country imports 90 
per cent of its oil needs and 
80 per cent of its gas. Natu- 
ral gas is the main source of 
energy and Russia is the 
main supplier. Turkmen- 
istan is another supplier by 
way of the Russian pipeline 
system, which only increases 
Ukraine’s dependence on its 
large neighbour. 

Ukraine was once a key 
exporter of electricity to the 
former Soviet Union but 
now, unless it urgently sorts 
out supply problems and 
fixes its ageing generation 
plants and distribution infra- 
structure, it could turn into 
an importer within a decade. 

The energy sector, despite 
its crying needs, is attract- 
ing interest from traders and 
Investors. 

Ukraine Has it all - oil and 
gas. which it is looking to 
develop. 300 years worth of 
coal reserves, hydro-electric, 
nuclear and thermal power 
and an extensive network of 

pi pelines hearing Russian oil 

and gas to western Europe. 

The government is plan- 
ning to privatise key elec- 
tricity com panies this year, 
although the programme has 
been plagued by (Mays. 

Companies on offer are 
low priced and the brokers 
Wood & Co expects them to 
show growth along with the 
overall economy. 


International tenders 
should go ahead this year for 
two of the four big thermal 
electricity generating compa- 
nies, Donbasenergo and Cen- 

troenergo. The 27 electricity 

distribution companies are 
already undergoing privati- 
sation, although only two of 
nine recent tenders have 
dosed successfully. 

There are important issues 
still to be cleared up. not 
least the freeing of electric- 
ity prices which are heavily 
subsidised by the govern- 
ment and make electricity 
distribution unprofitable. 

The World Bank 
suspended a S317m loan last 
July because it alleged the 
government failed to keep to 
an agreement to increase 
electricity prices and showed 
a poor record in payment 
collections. 

Not much has changed 
since then. The sector 
reflects a startling lack of 
financial discipline in charg- 
ing energy consumers and is 
beset with huge arrears and 
a high level of barter trade. 

Only IB per cent of elec- 
tricity bills were collected in 
cash last year, says Dmytro 
MoshKalo of Wood & Co. 

Although there is not 
much sign of it. the govern- 
ment has also planned a 
restructuring and renewal of 
the coal industry to ensure 
an internal source or energy. 

The industry is in the dol- 
drums after a decade of 
neglect and falling produc- 
tion. highlighted by the 
recent explosion that killed 
63 miners. It was not an iso- 
lated incident. Casualty fig- 
ures in the mines have risen 
alarmingly. 

Some 100 min es are ear- 
marked for closure and new 
ones planned but there has 
been little progress. The 
World Bank has delayed pay- 
ment of the second tranche 
of a $300m loan to close 27 
mines since the first tranche 
was not used to pay debts 
and miners’ salaries as it 
should have been. 

Nuclear power has made a 
comeback despite the acci- 
dent at the Chernobyl power 
station in 1986 and. today, 
provides Ukraine with 
almost half of its electricity. 

Opposition to nuclear 
power within the country is 
no longer a strong political 


weapon. The issue was 
barely raised during the 
recent parliamentary elec- 
tions. No one seems lo cut 
too much that the govern- 
ment will probably nut keep 
to its pledge to close Cherno- 
byl by 2000. 

The government insists it 
needs to bring on line (wo 
other reactors at Rovno and 
Khmelnitsky jiower stations 
before it can close Chcrni*- 
byl. Construction of those 
reactors is delayed and 
depends on a funding deal 
from the EBRD, which is 
bogged down in negotia- 
tions. 

Analysts point out that 
Ukraine's thermal stations 

are running at a quarter of 
their capacity and Chernobyl 
is not needed for the small 
percentage of electricity it 
provides in the overall 
scheme. 

“I think [President Leonid] 
Kuchma seriously believes 
that you cannot have a 
nuclear power station and 
not use it." says Christian 
von Hirschhausen. who 
advises the government on 
economic reform. 

Natural gas is by far the 
hottest topic in Ukraine. 
Paying its large gas hill is a 
perennial problem fur the 
government, which has for 
some time wanted to expand 
domestic exploration and 
production for both oil and 
gas. 

Foreign companies are 
already eyeing the possibili- 
ties. drawn not only by 
Ukraine's heavy consump- 
tion. which is going to grow, 
but its strategic position as 
the main conduit for oil and 
gas flowing from Russia to 
Europe. 

Both British Petroleum 
and Anglo-Dutch Shell have 
met Mr Kuchma in recent 
months with big investment 
plans. 

Shell has offered $i.5bn for 
Ukrgazproui, the second 
largest oil extraction com- 
pany, which is 100 per cent 
state-owned. BP has offered 
to develop a gas reservoir in 
central Ukraine that it has 
been reassessing. 

Privatisation and deregu- 
lation of the sector has only 
begun haltingly with several 
refineries offered for tender 
unsuccessfully. Everything 
lies ahead. 


This announcement appears «s a matter of record only. 


WWA CAPITAL 

Merchant Banking 
Ukraine 




fbRMS 


^re- 


contact 

Staffan Ahrenberg 
Erik Wachtmeister 

5 U. Kotsubinskogo, suite 2 
Kiev, Ukraine 
Tel: (380) 44 2464390 
Fax:(380)442465636 


Largest Independent 
direct to store delivery 
food & beverage distribution co. in Ukraine 
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Stroll up for 


L'viv is beginning 
to emerge from 
the dark ages of 
Nazi and Soviet 


occupation 


L'viv, the faded baroque 
jewel of a city which serves 
as the capital of western 
Ukraine, encapsulates in its 
eclectic architecture, varied 
languages and multi-ethnic 
graveyards two of the essen- 
tial aspects of central 
Europe. 

The first is that history 
weighs heavily on the pres- 
ent day. The second is that. 
In this part of the world, 
boundaries and frontiers are 
unpredictably moveable 
feasts. 

In the late Soviet period 
Ukraine was ruled with an 
Iron hand by communist 
party and KGB bosses from 
the heavily Industrialised 
region In the Russian-speak- 
ing east of the country. But 
It was here, in the western 
Ukraine, that the anti-Soviet 
Ukrainian independence 
movement gathered steam 
towards the end of the last 
decade 

Rukh, the nationalist 
movement for an indepen- 
dent Ukraine, is still popular 
and won a third of the votes 
in the recent parliamentary 
elections. Its candidate was 
elected mayor and several 
prominent reformers come 
from this region bordering 
on Hungary, Slovakia and 
Poland, including Viktor 
Pynzenek, head of the pro- 
business Reform and Order 
party and Grigory Yavlin- 
sky. a leading reformer in 
the Russian duma. 

The city's radical reputa- 
tion is an echo of its cul- 
tured, cosmopolitan past. 
But L’viv. or Lwow as it 
used to be called under Pol- 
ish rule between the wars, or 
Lemberg as it was known for 
160 years before that under 
Austrian Hapsburg domina- 
tion, is a classic shuttlecock. 
Its fate depends on the rela- 
tive balance of forces in the 
region and beyond. 


Over the last few years the 
region has struggled to 
repair the ravages of a tragic 
recent past - with mixed 
success. 

A thriving cross-border 
trade with neighbouring 
Poland is largely one-way. 
L'viv and other dtles have 
lively street and municipal 
markets but they are full of 
cheap, and good quality. Pol- 
ish processed foods, clothes 
and consumer goods. Thou- 
sands of unemployed Ukrain- 
ians. meanwhile, have 
sought and found jobs in the 
East growing Polish economy 
across the busy, visa-free 
border. 

In L'viv itself the economy 
is struggling to adapt to 
market forces. Foreign direct 
investment Is thin on the 
ground, apart from substan- 
tial investment by RJR 
Reynolds, the US tobacco 
company and Amatil, the 
Australian-based Coca-Cola 
bottling company. And the 
EBRD has Co-financed a 
{40m Investment in Svitoch, 
the local chocolate company. 

But local entrepreneurs 
find It hard to raise loans 
and complain of bewildering 
and ever changing rules and 
regulations from Soviet-style 
bureaucrats. 

Gennadi Genshaft, one of 
the most successful home- 
grown entrepreneurs, is a 
somewhat controversial 
exception. 

He has helped develop the 
local tourist infrastructure 
by renovating the Grand 
Hotel on the city's main 
Prospekt Svobody (Freedom 
Square). He also leases from 
the state railways a luxury 
p oilman sleeping car which 
Is attached to the overnight 
Kiev-L'viv express trains. 
Together with his US-edu- 
cated son. Mr Genshaft has 
built and runs a fitness and 
gaming club on nearby Shev- 
chenka boulevard and reno- 
vated a dacha and confer- 
ence centre by a lake just 
outside the city. 

But the former commu- 
nist-era factory manager and 
construction engineer, 
whose re-investment of prof- 


its made in the early transi- 
tion years now provides jobs 
for nearly 500 people in the 
town. Is one of several Ukrai- 
nian entrepreneurs whose 
chequered business relations 
with ethnic Ukrainian US 
citizens have been dted in 
the US congress as justifica- 
tion for cutting US economic 
aid to the country. Mr Gen- 
shaft flatly denies having 
cheated his former partner 
out of a stake In the US-reg- 
istered company owning the 
hotel. 

Meanwhile, frustrated US 
and EU economic advisers 
and aid project workers say 
that the real deterrent to for- 
eign investment is not the 
activity of local entrepre- 
neurs but the "gate-keeper 
mentality" of the various 
local and oblast (regional) 
authorities. 

Greasing of palms is often 
required to obtain permits 
and licenses or to ward off 
paralysing ‘'inspections" by 
the local fire, sanitation or 
tax authorities, they say. 

The struggle to build a 
modern economy largely 
reflects the damage caused 
by the Nad and Soviet leg- 
acy. This profoundly 
changed the character of the 
once cosmopolitan pre-war 
city which commands the 
main trade routes through 
the Carpathian mount ains 
and between the Baltic and 
the Black Sea. 

While Hitler murdered 
mo6t of the pre-war Jewish 
population and other minori- 
ties, Stalin transfered thou- 
sands of Polish-speakers 
westward to newly Polish 
territories carved oat of 
Prussia and Pomerania after 
the war. 

Under Soviet role the city, 
with its gothic spires, world 
class opera bouse and 
acclaimed university, was 
filled by peasants and dis- 
placed workers directed to 
the new Soviet-built or 
nationalised former private 
enterprises on the outskirts. 
The local Unlate church 
with Its orthodox Greek lit- 
urgy but allegiance to Rome 
was suppressed. 


First-time travellers to Kiev 
may reasonably expect to 
find a city in the process of 
re-inventing itself And they 

will not be disappointed. . 

Virtually every building, 
church and monument built 
before the Bolshevik 
revolution is either heaped ... 
In scaffolding or has been 
renovated in the most . ; 
guttering fashion. The ' 
impression created isof a 
city firmly anchored, in the 
istb century, rie3peraie.io 
forget the 20th and trying to 
skip directly, to the 2lst- . 

But while the cfty.undar - 
mayor Hribory Omelchenko, 
has undertaken a dfczzying 

schedule of renovations, one 
thing It has not devoted . 
much attention to Is hotel 
space, which fa likely to 

discomfort the several 
thousand delegates to the 
annual conference of the 
European Bank for ' 
.Reconstruction and: 
Development in May.' 

Kiev hotels boast few. 
amenities and high prices, 
though there are some 
pleasant exceptions, such as 
the National Hotel cm 
Institntskaya Street . 

In the springtime^ -the best 
thing Kiev has to offer in 
the way of entertainment Is 
astrolL And the best place . 
to start is at the top of 
AndreevskyUzviz.8 
cobble-stoned street which 
winds down a-hlfi. At the 
top of the hill sks St . 
Andrew's Cathedral, the. 

most stunning of Kiev's - 

many churches. 


The tangled history of the 
city is mirrored in the 
sprawling Lychakivska cem- 
etery where family vaults 
bearing German, Polish, 
Ukrainian and Russian 
names struggle for space 
beside more sombre monu- 
ments recalling tragic epi- 
sodes In the recent past 
These include the mono- 
rial to those killed by 
Stalin's NKVD after Lwow 
and the rest of eastern 
Poland was forced under 
Moscow’s wing by the 1239 
Molotov-Rlbbentrop pact 
dividing Poland between the 
Nazi and Soviet dictators. 
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joint ventureshave opened' 
their doom In the past few' . 
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Indian restaurant habitat' 


bestfood iti Kiev, albeit 7 ?. 
with the slowest service: A 
AmJ San Tori, a Thai/ •;/ >■: 
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, One-third of Kiev’s 3D art 
galleries are located cm. - 
Andreevsky and at the 
bottom of the street lies 
L' Art, run by Ludnrilla 
Be reznyte fcaya, who has 
painstakingly collected 
some of the best 'works' of : 
socialist realism to survive 

thp fl nniyfliirthe t wfl, 

In May, Kiev’s chestnut 
trees are tlM city's main -. 
attraction anda walk - '} i . 
through the park along 
Hruihevskohn Street, - 
opposite the cabinet of ■ 
zniatoters building, Is a . - 
must - . i . • 

Kiev’s historical: . . 
renovations make for 

Interesting sightseeing. - 
Mongol Horde btrffs might- 
want to visttihe . ‘ 
foundations of. the Tithe 


Churda/wfalcti was burned- 
tothegrot^byB^ '.. v\i 
-Khan. Ghengts* grandson, frt' 
-1240. Another casualty of 
'the Mongols; is the wrecked, ' 
and now rebuilt,- Gotten^ 
Gale on Votodymyrska 
Street. , 
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treasures right - 
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There sits the House of 
tbeGargoyles, bdflt by the 
industrialist Vladislav 
Gorodetsky in the late IStir 
century. Its Corinthian stykr- 
colanaatfes crawling with : 

; memtrous UzardSf dolphins, 


> For traditional Ukrakdar 
food, which cdhstatsuf' 'At: 
- soups, diitnpUngs. hteawiV; 
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bunding. 


-bnfiding is a monument to- ' 
thsarehfteCixtEal ' . - v 
possibilities ofeement, 
wbJcbMr Gcffodetsky was .• 
the first In Ukraine tomasa 
produce mid with which he 
later became obsessed. . ; 

And much good, it did - 
frwn. Mr Gorodetsky flefr 
Ukraine aftertheBolshevik. 
revoiufiarnwhiaing up in : 
Ttehran, wifarehe. designed 
the Shah’s palack; 

:Afier artrotLtferougb- 
Kiey, the efry's restaurants . 

are a welcome .treat - 


As for night Ufe,"Kfav k lfife . 

. its neighbomc^pital;' 
Moscow, has takahftdlA;: • 
advantage of the reiszatttu 
of the strict pdfitfead-A j. ^4 
doctrines wwrfcpidcrifi-'ri.-;' 
. this decade,.hadr 
chscouragedthe dtyfsyfam^ 
people from behavingJa^-: . 
provocative mann® 1 . .- 
'those wishing to srttoesa. ’ 
this unique historicat . . . 

moment should go to . : y -;A 
Dynamo Luxe discotheque, 
which has s ev aal fio org af ;-- 
decadence to choose from. . h 


Charies Ctovtiv 


Most jewish survrrars emi- 
grated during the Brezhnev 
years but a few remain and a 
New York-born rabbi con- 
ducts services in the one 
remaining working syna- 
gogue. 

Only one wall remains of 
the late 16th century, Italian- 
designed synagogue in the 
old town which was burnt 
down by the Nazis in 1942. A 
small plaque and a garbage- 
strewn empty space behind 
broken railings marks the 
spot off a narrow street 
called Staro Yevreyska, or 
Old Jew street, where It 
stood. 


The cobbled road runs 
through the geometric grid 
of Italianate late renalssmice 
palaces, town booses and 
baroque churches around 
the Old market square form- 
ing the kernel of the historic 
rity centre. 

Most of the old city, like 
Krakow 200kms to the west, 
survived war and repression. 
Churches, dosed or turned 
into museums during 
Stalin’s fierce repreeskm of 
the local Uniate church, 
have been re-opened and 
restored. All were full for 
services celebrating the 
Orthodox easier. 


The process of systematic 
urban renewal has begun 
with the refurbishment of 
Shevchenka prospekt, one of 
the city’s main thorough- 
fares, aided by Unesco and 
EU funds. 

But the city budget Is 
stretched, property owner- 
ship is often obscure and 
several of the city’s historic 
bouses and buildings are 
m umbling and abandoned. 
Once-grand houses, their 
rightful owners dead or fled, 
are boarded up. The sky 
shows through many a col- 
lapsed roof or celling. Once- 
elegant wooden and cast 


iron staircases sag, disfig- 
ured by missing span and 
accumulated dirt 

The comparison with Kra- 
kow is instructive. A decade 
ago much of the historic Pol- 
ish city was also dilapidated 
and dose to collapse. But It 1 
Is now part of a rapidly eco- 
nomically developing Poland 
whose political and eco- I 

namic renaissance has ere- [ 

ated wealth and energy to ^ 
tackle a similar bitter legacy ’# j 
of war, occupation and Sovi- 
et-style communism. 

In Western Ukraine that 
process is still at an early 
stage but It Is under way. 
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Recent discoveries have 
sparked an overwhelming 
flurry of foreign interest. 
Even conservative estimates 
suggest the country has 
enough gas to transform its 
prospects. But can it cope? 
Mark Nicholson reports 

Gas finds 
trigger 
promise 
of riches 
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F or the first time in 
Bangladesh's short his- 
tory, its five-star 
hotels are bursting, consis- 
tently recording 100 per cent 
occupancy rates. Manage- 
ment at the Sonargaon Pan 
Pacific and Sheraton hotels 
in Dhaka are even turning 
down bookings. 

The country's diplomatic 
profile is also rising. Late 
last month. Bill Richardson. 
US representative to the UN, 
and Derek Fatchett, UK for- 
eign office minister, both vis- 
ited Dhaka within days of 
each other. 

Bill Clinton. US president, 
will be visiting Bangladesh 
in the autumn. 

There is, altogether, a sud- 
den unprecedented buzz 
about one of south Asia's 
poorest neighbours, a coun- 
try once famously dismissed 
by Herny Kissenger. former 
US secretary of state, as a 
“basket case" and which 
may feature on the radar of 
westerners of a certain age 
chiefly as the focus in the 
1970s of a charity concert led - 


by one of the Beatles -the 
“Live Aid" of its time. 

Bangladesh, with gross 
domestic product per head of 
$260, remains among the 
poorest countries on earth, 
although almost $30hn of for- 
eign aid and some pioneer- 
ing nan-governmental organ- 
isations have heaved it some 
way forward since its bloody 
and wretched birth in 1971 
after the liberation war from 
Pakistan. The cause for the 
recent change In perception, 
though, can be summarised 
largely in a word - gas. 

Tt is oil men. power devel- 
opers. bankers and gas 
industrialists who are occu- 
pying all the five-star rooms 
these days, adding to the aid 
workers. World Bank teams 
and US and European gar- 
ments buyers who were oth- 
erwise Dhaka's foreign habi- 
tues. Dhaka rents are 
already leaping in anticipa- 
tion of a gas surge- Enrol- 
ments at the American 
school have shot up. 

Oil companies, including 
-.the biggest, believe recent 


Ogata petanyoeBBlteriacSiir ' 
cseBdintMgDOTvnM c4 Bogan Ntaim 

a a'rawy rase. **»•«* ' ~ 

cm&tataf mamma, awo-jart? 
careoSvgowaimvBfvaniBU ' 
«wee treja decani ft Jar ISS&sekH 
Hbm WBlrfe km logo* w* 

«e ergvKMtaarsMB UjatawtaB 
SW tool! «tb me Jap la onto - » 

tan aatfnfe; tw Jaflp SaraftaWk M 
Mt amsRmMfM ki eg rafitat. 
-.••MnpHMvcgvMtas-' 
JtaaBLaagwptfcBngUtahlldMta'' ■ 
Party PM* Jtaja tetyXXVJMte^MM ' 
Pantat: JBAb EioqtantiBi Oat user 



Two 


Econontie summary 



1537 ffirap 

tSQBibnuA 

TMGDPfanaotd 1 

3XJB6 

31^14 

Total BDPiTtt&ffl! 1 

148U 

1.587.7 

lUal 6DP growth (aand percentage [Jung#) 1 

S7 r 

U 


SI 

flJJ 

Apkattanf pndaeSan fanausl veaettap cftangei 

1 ur 

3J 

Footfgntai proMfan mfen isnw,1 1 


ZL8-21.t * 

r—il ilmtlil (jidfcn tamo 1 

as 1 

1.784.14' 

tBkBUai praketba (amoJ * oangei 1 

u : 

42 

Hour >P annual paerntty ctwtgei 

1U 

1U 

ronton wetange ww (toMca) 


1300 

Tata tonisn *M (Satan) 

15,722 

15,135 

Carnal meant Mtatca (percentage at HOT 

42 

-U 

MactaodfaM Kportv, fob pnto) 

MSB 

4350 

HaUMmfci tapwta Mi tftotton) 

4M5 

-73S8 

Tnda Musa JSn®nn 

-2.055 

-aioo 

' Faaqr 1 Fatal nweedoj Jong JQ * FTjuma afaagmmr -Mui 


IndostrialpradBCfioa 

Annua % change 



20 

ic 

0 — L 


1991 9? 93 9* 95 86 07 


Foreign exchange reserves 

SmAoi 


Mata Hating partners testastao snore of tnw traor u note 1 99ft 

321% 

EXPORTS 


- 3500 .... 


:147JOO«l^* — i. • Mali town sod popttlM) 

cl211ai(T998(naf^rpi»taonaliAnlaaaoata (1991 chhusj 

OMa (capital) 15378SE 

-CantacpTatafno ,- cf - ■ OitoooBfl 1,566.070 

■ <Mtant^ w ag3aB7WW^>Vle7V&SOac KhAta 6013S1 

flpriT 241996 J1WHH530CO ' - Ftojsnau £4.532 



■ •“ — *“■ — *''“*»•**' 


discoveries suggest Bangla- 
desh could be sitting atop 
world-class gas reserves - at 
least as much as in the UK 
sector of the North Sea and 
perhaps more than twice 
such reserves. This, and 
Bangladesh's proximity to 
the vast potential energy 
market in neighbouring 
India, explains why Royal 
Dutch/Shell, Mobil. Texaco, 
and more than a dozen other 
oil companies entered Ban- 
gladesh's latest exploration 
round. 

But they have been 
waiting for results from the 
round since December in a 
process already muddied by 
political controversy and 
doubts about the country's 
infamously cumbersome and 
obstructive bureaucracy’s 
ability to handle its intrica- 
cies. 

Sheikh Hasina, prime min- 
ister of the two-year-old 
AwamtL^ague-governmenfr 


admits that the government 
was overwhelmed by the for- 
eign interest “I have no 
complex in admitting that 
we had no expertise in the 
matter," she says - adding 
that delays arose because 
"we did not want to make a 
mess”. 

Which raises Bangladesh's 
central question as it 
approaches the millennium. 
Even conservative estimates 
suggest the country has 
enough gas to transform its 
economic prospects - per- 
haps to turn it into a middle- 
income nation while signifi- 
cantly addressing the pov- 
erty which afflicts at least 38 
per cent of its 127m people. 
But aid donors have for 
years questioned the govern- 
ment's ability to manage 
even existing affairs — better 
"governance" tops almost 
every agency's list of priori- 
ties in a country where the 
Worid 'Bank-two years ago 


stated that the current 
bureaucracy “will not be 
able to cope” with globalisa- 
tion. 

So is Bangladesh equipped 
to make the most of its pro- 
spective resources - and to 
oversee the development of 
one of the world's biggest, 
fastest-moving and techni- 
cally most complex global 
industries? It is too soon to 
tell. But more than one offi- 
cial will admit worries that 
Bangladesh might become 
“another Nigeria". 

A gas rush will challenge 
all of Bangladesh's young 
and globally inexperienced 
institutions - starting with 
its brittle and divisive politi- 
cal system. So far there are 
only modest signs that the 
nation's two main parties, 
the governing Awami 
League and the Bangladesh 
Nationalist-Tarty, which 
Sheikh Hasina ousted in the 
June- 1996 polls; are learning 


to cooperate and make par- 
liament function. 

Personal suspicion and bit- 
terness between the party 
leaders. Sheikh Hasina and 
the BNP's Khaleda Zia - the 
“two ladies" - has famously 
dominated Bangladeshi poli- 
tics since the end of General 
Ershad's military rule in 
1990. 

While the BNP was in 
power, the AL boycotted par- 
liament and led a crippling 
series of hartals - general 
strikes -to insist on a neu- 
trally monitored election. 
The BNP finally resigned, 
prompting the June 1996 
elections. But the BNP then 
boycotted parliament for six 
months, returning only ear- 
lier this year -and it is still 
organising its own hartals. 
Although both parties are 
still in parliament, they have 
yet to find a way of constitu- 
ting a functioning committee 
system. 


The BNP alleges that 
Sheikh Hasina is devoting 
governmental energies 
purely to reviving the mem- 
ory of her Father, Sheikh 
Mujibur Rahman, the 
“father of Lhe nation”, whose 
photograph - rather than 
her own - now adorns all 
government offices. Sheikh 
Hasina. who dominates her 
party, earlier this year said 
the revival of his memory 
was her "political priority". 
It is certainly a personal 
quest 

Her father was murdered 
in 1975. along with most of 
Sheikh Hasina's family, 
with, the prime minister 
believes, the complicity of 
Mrs Zia's husband, a senior 
military man. But such pre- 
occupations frustrate Bang- 
ladeshi commentators and 
foreign watchers alike. 

“Our ruling class is very 
small.'' says Sadele Khan, a 
columnist. "And the whole 


Rx*rrr fitts&nm KV. KI Cmps 

political game is an elite 
game". 

A western diplomat adds: 
“Both sides seem still to be 
Fighting the battles of the 
J970s - it seems more impor- 
tant for them to look 20 
years back than 20 years 
into the future." 

Nevertheless. Sheikh Has- 
ina can claim two important 
accomplishments during her 
two years in office. 

Early on. she concluded a 
Ganges water-sharing accord 
with India, ending a 26-year- 
old dispute which had domi- 
nated and hindered Indo- 
Bangladeshi relations since 
Indira Gandhi sent in Indian 
troops to ensure Bangla- 
desh's liberation. 

And late last year, her gov- 
ernment also secretly negoti- 
ated a peace pact with the 
tribal insurgents of the Chit- 
tagong Hill Tracts, a fester- 
ing low-level conflict which 
Continued on Page 2 
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THE ECONOMY • by Mark Nicholson 


Ii Record growth fails to resolve 


Despite positive 
indicators, rapid 
growth has been 
hampered by a 
lack of reforms 


At first sight. Bangladesh’s 
economy is clipping along 
nicely. Gross domestic prod- 
uct growth For the fiscal year 
which ended last July was 
recently revised upwards to 
5.9 per cent - a post-libera- 
tion record - and appears set 
to surpass 5 per cent again 
this year. Export growth, 
dominated as usual by a vig- 
orous garments sector, is 
expected to rise IS per cent 
this year to reach sales of 
S52bn. 

The government's fiscal 
deficit, while still high at a 
likely 5.2 per ceut of GDP 
this year, nevertheless looks 
set to undercut last year’s 
5.7 per cent and economists 
with donor agencies, includ- 
ing the World Bank and 
Asian Development Bank, 
say they are encouraged by 
signs of a tighter govern- 
ment commitment to fiscal 
discipline. 

And there is a broad agree- 
ment among western and 
local economists tbat Ban- 
gladesh's economy, aided by 
relative political stability 
after the disruptive strikes 
and violence for the 18 
months preceding the 1996 
elections, may have raised 
its post-1971 growth trend. 

“Overall, we are past that 
debacle or 1995-96 which in 
turn affected output in 
1996-97.' says Wahiddudin 
Mahmud, an economist at 
the University of Dhaka. 
“We're now on a path of sus- 
tained growth which would 
see our benchmark rate 
move from around 4 per cent 
to 5 per cent." 

The problem, however, is 
that such growth is insuffi- 
cient to make more than 
modest inroads on poverty. 
“Growth may be a little 
above the norm." says Kapil 
Kapoor, chief World Bank 
economist in Dhaka. “But 
given what Bangladesh 
needs to do, it's just not 
enough” 

Quite what inroads such 
growth rates make on the 
plight of Bangladesh's poor 
is a complex and controver- 
sial .thing to measure. But a 
forthcoming study under 
World Bank auspices, which 
defines poverty according to 
a country-specific set of cri- 
teria. suggests that iu the 
past four or five years, the 


proportion of absolute poor 
among the country's 127m 
people has fallen modestly to 
36 per cent of the population 
from 43 per cent 
Furthermore, the coun- 
try's current growth is nar- 
rowly focused - it leans 
heavily on the success of the 
garments industry, which Is 
raising output at around 15 
per cent a year and cur- 
rently earns 70 per cent of 
Bangladesh’s bard currency. 

Although manufacturing 
growth for the first half of 
the fiscal year is estimated 
(and most economic statis- 
tics in Bangladesh must be 
regarded with caution) at 12 
per cent - robustly stronger 
than the 3.6 per cent last 
year - strip out the garments 
sector and economists 
believe growth elsewhere 
may be a more modest »6 
per cent - much of it in a 
relatively lively cement and 
construction sector. 

“In general, the economy 
is just sitting there.” says 
Forrest Cookson of the 
American Chamber of Com- 
merce in Dhaka. “Everyone 
in the garments sector is 
doing well: everyone else is 
complaining.” 

fn addition. Bangladesh's 
external position remains 
weak and vulnerable, despite 
the contribution of garment 
sales and high remittances 
from the hundreds of thou- 
sands of Bangladeshis work- 
ing in the Gulf and else- 


where; remittances which at 
about Sl-SbQ are equivalent 
to the country’s other great 
external bulwark, aid flows. 

Currency reserves, though 
modestly higher in recent 
weeks at $l.£bn, still cover 
just under three months of 
imports and have been in 
broad decline since 1995. 

Like most of its south 
Asian neighbours. Bangla- 
desh's relatively closed econ- 
omy (the taka is not convert- 
ible for capital transactions), 
small exposure to foreign 
commercial borrowing and 
limited amounts of foreign 
portfolio investment, mean 
that it has largely weathered 
the financial and currency 
storm to tiie east But the 
Bank of Bangladesh, the cen- 
tral bank, is aware of the 
dangers and. having allowed 
the taka to depreciate last 
year by a modest 7 per cent 
has in recent piontfas held 
an investment-dampening 
tight monetary policy to 
help suppress imports and 
hold reserves steady. 

Which is. one reason why, 
garments aside, domestic 
manufacturing industry is 
growing only modestly. Capi- 
tal is in acutely short supply 
in Bangladesh, where 
long-term finance is virtu- 
ally unavailable and few 
companies have access to 
overseas financing, beyond 
the revolving letters of 
credit which fuel the labour- 
intensive garments sector. 
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Since the stock market crash 
last year, equity is not a via- 
ble route for most compa- 
nies. 

But there are more funda- 
mental reasons why on cur- 
rent trends Bangladesh is 
restricted to growth rates of 
around 5 per cent, rather 
than the 8 or 9 per cent rates 
adjudged by most econo- 
mists to be necessary to bite 
significantly into poverty 
levels. They are to do with 
the large outstanding agenda 
of reform -to the financial 
sector, the trade regime, the 
quality and provision of 
basic infrastructure, plus 
overhauls of both the public 
sector and civil administra- 
tion. £n each case, the task is 
daunting and in most highly 
political, in one of the most 
bitterly politically divided 
countries in the region. 


Critical to placing Bangla- 
desh’s thin economy on a 
sounder footing is an expan- 
sion of industry and, in par- 
ticular. of export industries 
- leaving aside for now spec- 
ulation over its possible gas 
reserves and their potential 
economic effects. 

“Why is there no indus- 
trial diversification? Look at 
the costs of infrastructure, 
costs of tariffs, costs of cor- 
ruption and of bad gover- 
nance -this agenda is basi- 
cally the reform agenda: 
reducing these costs.” says 
Mr Kapoor. With its low 
wage rates, likely to remain 
low for many years given 
the extent of its poverty, and 
proven labour and entrepre- 
neurial energy, the country 
is widely viewed as an ideal 
base for expanded light man- 
ufacturing industry. But 


after almost 15 years of grad- 
ual economic reform, devel- 
opment of new such indus- : 
tries remains elusive. -7We've . 
done quite a hit of market- 
oriented reforms.” says Mr 
Mahmud, “but there has so 
far been little response from 
private investment.” 

The reasons are manifold. 
In some cases, many econo- 
mists concede, it may be 
because Bangladesh has 
reformed too rapidly. Many 
cite the fast redaction in tar- 
iff barriers, which have cut 
the unweighted m Mn tariff 
to 23 per cent from 80 per 
cent in 1997. Some econo- 
mists argue the cut has been 
too severe (Or the country’s 
weakly-based and largely 
first-generation industrial- 
ists. Moreover, given the big 
volume of smuggled imports 
from India - at least as 


much as the officially- 
recorded $L5bn - says Reta- 
man Sobham director of the 
Centre for Policy Dialogue: 
--for all intents and purposes 
we are living in a free trade 
area.” 

Elsewhere, though, the 
problems are often too little 
reform. Power constraints, 
for example, are widely cited 
as contributing to both low 
output and depressed invest- 
ment and, although the 
Awash League government 
has begun to open the power 
-sector to private and foreign 
Investment, its predecessor 
passed five years without 
making any significant pro- 
vision for increased generat- 
ing capacity. - 

More, significant is the 
financial sector. Bangla- 
desh’s public sector and 
c omm ercial b anks are still 
weighed down by bad loans, 
estimated to be 30-35 per 
cpn t of their total portfolios. 
Donor countries have consis- 
tently pushed for sweeping 
reforms and improvements 
of the banking sector, to 
upgrade regulation and 
supervision. But progress 
remains slow. 

-Moreover, much of the bad 
debt represents defaults by 
leading, and politically pow- 
erful, Dhaka industrialists 
whose pursuit carries a high 
political risk. Without repay- 
ment of defaulted loans, the 
ADB estimates it would take 
$3bn to recapitalise the 


NATIONAL ACCOUNTS • by Mark Nicholson 


Experts figure out why GDP has soared 


Some economists 
are finding newly 
revised economic 
statistics rather 
difficult to explain 


Bangladesh is poised for a 
huge 32 per cent leap In 
gross domestic product, 
powering income per person 
from $254 to $336. at a 
stroke making the country 
richer among its previously 
poorer Asian neighbours 
than Cambodia, Vietnam 
and Nepal - and even 
nudging its big neighbour 
India, which has a GDP per 
capita of $380. 

At the powering stroke of 
a pen, however. The sharp 
jump in Bangladesh’s 
financial fortunes Is less the 
result of economic 


dynamism than of statistical 
revision - although the 
former plays some part in 
the improvement. 

In May 1996, Bangladesh's 
government set op a task 
force to examine its 
economic statistics which, 
by universal agreement, 
have long been lamentably 
inaccurate. The Asian 
Development Bank financed 
this revision of national 
accounts and the results are 
being evaluated by some 
local economists. 

The task force pulled 
forward the base year for 
some critical statistics to 
the 1990s rather than the 
mid-1980s to include 
emergent industries, such as 
the surging garments sector, 
re-classified some sectors 
and both widened coverage 


and improved methodology. 

The findings have slightly 
embarrassed the reviewing 
economists, although they 
assert them soundly based 
in a statistically illusive 
land where the informal 

- that is to say unmeasured 
and mostly unmeasureabfe 

- economy accounts for 
perhaps half of economic 
activity. 

“We’re a bit worried we've 
been too optimistic - a 30 
per cent rise in GDP is going 
to be hard to explain,” says 
one independent local 
economist currently 
reviewing the task force's 
findings. 

“We've been telling the 
government tbat these can 
become politicised 
numbers.” 

As a result such 


economists are looking more 
closely at the figures before 
submitting them for final 
government approval. 

Some of the numbers, 
though, have already been 
leaked. Apart from the rise 
in national income, they 
show a change fn the 
structure of Bangladesh’s 
GDP. with the share of 
agriculture falling from 303 
per cent to 25 pa- cent, that 
of industry rising to 25 per 
cent from 17.6 per cent and 
that of the service sector 
sitting around 49-50 per 
cent - high for. a country of - 
Bangladesh’s development 

Most notably, the revised 
figures, covering the period 
1989-1995, show that the old 
statistics may have 
significantly understated 
Bangladesh's savings and 


Investment rates, which had 
looked dismally poor in its 
neighbourhood. The new 
figures for Investment as a 
proportion or GDP range 
between 17 and 19 per cent, 
against previous estimates 
of 11.5-16.6 per cent, while 
savings rates are put at . 
11-13 per cent, a substantial 
increase on earlier 
estimates. 

Local economists suggest 
the improved income and 
savings figures may have 
much to do with 
Bangladesh's vigorous and 
enterprising • 
non-governmental 
organisations, which have 
both stimulated local-level 
economic activity through 
micro-lending and other 
schemes while also 
rendering measurable much 


of the informal economy 
- far more so than in most 
economies at similar levels 
of development 

And however enviable a 
32 per cent leap in GDP 
might sound, it remains a 
measure of Bangladesh's 
overall poverty. A GDP per 
capita of $336 keeps the 
country firmly qualified for 
soft loans from the 
International Development 
Agency - the World Bank 
sister agency which lends 
only to the world’s poorest 
on the easiest terms. 

“As far as we’re 
concerned, it would make no 
difference.” says Kapil 
Kapoor, chief World Bank 
economist in Dhaka. “It will 
still be an IDA-eligib!e 
country.” 
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Continued from Page 1 
predated Bangladesh's birth. 

Both issues remain politi- 
cally contentious, the mare 
nationalist BNP claiming the 
water deal shows the AL to 
be “soft” on relations with 
India. Bat both deals appear 
likely to stick. 

Elsewhere, progress has 
been slow. By Sheikh Hasi- 
na's own admission, 
advances on a long anti diffi- 
cult agenda of economic 
reforms have been “cau- 
tious" - she claims this is 
because of wariness result- 
ing from the recent crisis in 
south-east Asia. But there 
has been little movement, 
for instance, on recovering 
from eminent and politically 
powerful Bangladeshi busi- 
nessmen the bad debts 
1 which account for more than 
: 30 per cent of the entire 
I banking sector portfolio -a 
necessary prelude to reform- 
1 ing a sick financial sector. 

Neither are there percepti- 
ble efforts to address the 
issue of governance. A forth- 
, coming report from the Cen- 
tre for Policy Dialogue in 
Dhaka points out that the 
last government was pres- 
ented with five reports on 
administrative reform from 
bilateral and multilateral 
donors, and none has yet 
garnered results. The AL did 
establish a Public Adminis- 
tration Reform Committee, 
but so far two chairmen 
have been appointed and 
both resigned. 

“In contrast,” the report 
says, “the pay commission 
awards are already imple- 
mented”. raising salaries for 
a civil service which is swell- 
ing at twice the population 
growth rate of 1.8 per cent- 

Indeed, although. Bangla- . 
desh has made progress In 
tackling its urgent develop- 
mental problems, the gov- 
ernment can take only part 
of the credit As much, in 
some areas more, must go to 
the country's uniquely ener- 
getic and original non-gov- 
ernmental organisations' 
such as Grameen Bank, a 
global pionee* In micro-lend- 
ing to the poorest and agen- 
cies such as Brae and Pro- 
shlka. which have built a 
network of schools and clin- 
ics in the villages. 

Progress is greatest in pop- 



Population control is one of the, 


of greatest progress 


ulation control and educa- 
tion - both of which are 
linked by a dramatic rise in 
the political and economic 
participation of Bangladesh’s 
women - which has ' also 
been catalysed by high lev- 
els of female employment in 
the country’s blossoming 
garments Industry. .. 

Population growth rates 
are almost half the 3.1 per 
cent at liberation, while the 
fertility rate has plunged to 
an average 3L3 children per 
woman, from seven. Adult 
literacy rates are now 38 per 
cart, horribly low by world 
standards, but an improve- 
ment on the 26 per cent in. 
1974. The recent South Asian 
Development Report noted' 
that 40 per cent, of new 
schools built since 1990 were 
put up by NGOs. 

Beyond the NGOs, there 
are other hopeful 1 signs. One 
is in the diminishing - politi- 
cal influence of the military, 
which had ruled Bangladesh 
for 15 years before the 1991 
elections; Sheikh Hasina 
negotiated the lIDl Tracts 
accord largely without con- 
sulting the military elite. 
Another, and perhaps the 
greatest hope. 'lies with Ban- 
gladesh’s youthful and so far 
diffuse private sector, most 
of which is .'dominated' ~by 
first-generation businesses. 

The sector's beacon is the 
readv-made garments indus- 


try which has mushroomed 
since the early 3980s to 
replace a sick jute Industry 
as Bangladesh's chief export 
earner. Garment sales 
brought home 70 per cent of 
export revenues last year 
and are growing at more 
than is per cent a year. 

The ga rm ent sector is a 
leader because it has showed 
people how quickly things 
can happen.” says Runa 
Alam, managing director of 
Union Capital, the merchant 
bank created through a buy- 
out of Peregrine's assets in 
Dhaka. 

But manufacturing must 
be diversified from reliance 
on simply garments, some- 
thing which will in turn 
require Caster movement on 
the currently clogged finan- 
cial and bureaucratic 
reforms, along with far 
greater foreign investment 
to bolster Bangladesh’s 
deplorable infrastructure. 

Some local Industrialists 
are confident. “There’s a lot 
of talk of inefficiencies in 
the system." says Shahab 
Sattar, managing director of 
GMG Airlines, a private 
business formed immedi- 
ately after the deregulation 
of the aviation sector last 
year. 

“But purely from a regula- 
tory point of view, there 
have been major changes - 1 
can see significant economic 


changes, but it will take two 
or three years.” 

Many outsiders agree. 
“Unquestionably the private 
sector can flourish , " says 
Forrest Cookson of the 
American Chamber of Com- 
merce. Tm completely con- 
fident the private sector can 
get going - but they can’t 
yet in an atmosphere of no 
power, no credit and bureau- 
cratic abuse of th^ private 
sector." 

There is also a clear awak- 
ening among senior politi- 
cians - including, appar- 
ently, Sheikh Hasina - and 
officials, to the need to fur- 
bish Bangladesh as a desti- 
nation for foreign invest- 
ment. The Board of 
Investment has recently 
devoted a floor of its offices 
to create a “one-stop-shop” 
for investor clearances and 
approvals. Farooq Sobhan, 
Bol executive chairman and 
among Bangladesh's more 
outward-looking bureau- 
crats, says some $1.8bn of 
foreign investment has been 
approved or is under imple- 
mentation, including a 
$237m cement plant led by 
Lafarge, the French group, 
two container terminal pro- 
jects worth $500m and new 
private sector export pro-* 
cessing zones. 

Equally, though, there are 
horror stories. One big US 
textiles group recently gave 
up plans to build a much- 
needed fabrics plant in frus- 
tration at being unable to 
win the necessary land clear- 
ances. Which is the sort of 
tale giving the oil industry 
reason to pause. It will take 
mure than the obligatory 
payment of “speed mangy” 
to various levels of the cur- 
rent bureaucracy to install 
and coordinate the construc- 
tion of a world-class gas 
industry to match Bangla- ; 
desh's prospective gas 
reserves. 

So all eyes will be on how 
the government finally 
resolves the current gas hid-; 
ding round, one of the most' 
fiercely contested in recept 
years, as an augury to tbs 
future. One oil executive 
observed: “If they cock "up 
the hid round - if it’s totally 
un transparent - Own it iyiD 
be seriously damaging 10 
this country." 
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country’s state-owned hanbq 

perhaps most significant, 
however, is the broader and 
infinitely more testing job of 
reforming Bangladesh’s 
entrenched, fast-growing and 
horribly inefficient bureau- 
cracy - without which few 
other reforms can be imple- 
mented at all. 

Reform of “governance" 
tops the list of every bilat- 
eral and multilateral donor, 
and has done so for several 
years. In a compendious 150- 
page study on public sector 
reform in 1995. titled Govern- 
ment that Works, the World 
Bank stated that “toe inabil- 
ity of Bangladesh to get out 
of the low growth trap is 
largely due to the weak 
implementation capacity and 
inefficiency of public institu- 
tions. the government’s 
inability to plan and manage 
key reforms and its predilec- 
tion to manage economic 
activities at the micro-level." 
It concluded that in a “more 
competitive global environ- 
ment . . . the public sector, as 
presently constituted, will 
not be able to cope.” 

Bank, and other donor 
agency officials, say little 
has changed since that 
report Which raises some 
fears about the otherwise 
brightest prospect for Ban- 
gladesh's economy in Its 
short 27-year history: toe 
prospect that it is sitting on 
world-class reserves of gas 
and. possibly, oiL 

The country’s mbst senior 
politicians and officials’ con- 
cede they have been over- 
whelmed by the foreign 
interest in Bangladesh's gas 
prospects, and have been fli- 
equipped technically to deal 
even with the bidding round 
for toe country’s remaining 
15 oil and gas blocs. But the 
managerial complexities of 
the bid round will be as 
nothing compared to the 
task of negotiating produc- 
tion-sharing contracts and, 
should the oil companies' 
estimates of large reserves 
prove accurate, of organis- 
ing. regulating, planning and 
coordinating the birth of a 
highly complex series of 
related gas pipelines, termi- 
nals and related industries. 

It has already dawned mi 
some senior officials that the 
risk may be that unless the 
country's divided politicians 
and. entrenched bureaucrats 
somehow rise to meet this 
challenge, they will be in 
danger of seeing some of the 
world's biggest oil compa- 
nies try to do the job them- 
selves. 
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THE GARMENT INDUSTRY* 


by Mark Nicholson 


PRIVATISATION •by Mark Nicholson 
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Sector gets a rude shock Pace of sell-offs falters 


There is concern 
that the industry 
will struggle to 
meet competitive 
challenges 

The garment industry, 
which has almost single- 
handedly driven Bangla- 
desh's export drive, recently 
received a rude shock - and 
a discomforting portent of 
things to come. 

Canada last year removed 
cotton shirts from its list of 
items subject to quota 
restrictions under the Multi- 
Fibre Arrangement (MFA), 
which governs global gar- 
ment trading. Seen from 
Dhaka, the effects were 
alarming. 

“Almost 95 per cent of the 
orders straight away were 
switched to Chinese produc- 
ers," says Mostafa Golazn 
Quddus, president of the 
Bangladesh Garment Manu- 
facturers & Exporters Asso- 
ciation (BGMEA). “We lost 
out - and we’re obviously 
concerned about this." 

By 2005, under the terms 
of the Uruguay Round of 
trade agreements, all global 
quotas for garments should 
be phased out, lifting restric- 
tions on Bangladesh's rival 
south and south-east Asian 
producers and freeing the 
market so only the fastest 
least costly and best quality 
producers will prosper. 

Although Bangladesh's 
garments industry has 
already shown extraordinary 
vitality and resilience, there 
are fears the industry may 
□ot yet be sufficiently 
mature to cope with 2005. 

Since the 1980s, Bangla- 
desh’s thriving and mostly 
smaller-scale garments 
industry has bloomed from 
nothing to earn TO per cent 
of the country's hard curren- 
cy - replacing a sinking jute 
industry which in the 1970s 
earned half of Bangladeshi 
foreipi exchange and by 
1996 just $ per cent. 

Garment exports last year 
earned $3.5bn and. recover- 
ing from a dip caused by a 
row over point of origin cer- 
tification with the European 
Union, are rising again at 
about 15 per cent annually. 
Mr Quddus sees growth 
reaching 20 per cent in com- 
ing years. 

Such growth has arisen 
partly because of a generous 
MFA quota and European 
Generalised System of Pref- 
erences (GSP) market access 
granted by virtue of Bangla- 



Mustrious taw-wage labour helped fuel growth ta exports 


desh’s low-income status. lit 
was aided, too, in the 1980s 
by a shift of trade from 
strife-torn Sri Lanka. But it 
was fuelled by industrious 
low-wage labour and smart, 
energetic entrepreneurs. 

Today, the BGMEA 
embraces 2,600 units ranging 
from workshops where rows 
of women at sewing 
machines cut and seam 
T-shirts beneath strip li ghts 
and ceiling fans, to compa- 
nies turning over as much as 
$40m a year supplying 
directly US and European 
high street retailers. 

“The garment sector is a 
leader in Bangladesh 
because it showed people 
how quickly things ran hap- 
pen here," says Runa A lam, 
managing director of Union. 
Capital, a Dhaka investment 
bank. 

The sector has also 
effected significant social 
change, chiefly by drawing 
so many women into work 
-many from rural areas, 
most of whom had never pre- 
viously been employed Mr 
Quddus estimates that SO per 
cent of the sector's 1.4m 
employees are women. 

The consequence for 
female “empowerment” in 
an otherwise male-oriented 
Islamic society has been 
exhaustively documented by 
aid agencies and foreign 
donors, which see it as trans- 
forming their social and eco- 
nomic status, and with it 
Bangladesh's fertility rate. 

"Before the garments 
industry, the husband used 
to beat his wife around the 
house." is how Mr Quddus 
describes the social transfor- 
mation. “These days he’s 
waiting for her after work in 
a rickshaw to take her 
home.” 

There were uglier social 


effects, too, notably the high 
incidence of child labour in 
the industry. But the indus- 
try has cohcertedly 
addressed the problem under 
pressure from the US and 
Europe, coming some way 
towards solving what many 
garment manufacturers see 
as a foreign attempt to 
impose a non-tariff barrio: to 
their surging exports. 

The industry is also 
rebounding from a row with 
the &U over abuse of rules of 
origin certification. Duty- 
free access to the European 
market under its GSP rules 
require several degrees of 
local processing, and certi- 
fied proof of yam and fabric 
originating within Bangla- 
desh for those gaining duty- 
free access under the 
scheme. In 1996, however, 
the EU opened an investiga- 
tion into thousands of certifi- 
cates of ori gin, having dis- 
covered exporters claiming 
GSP rights exceeding by five 
times the amount of yam 
and fabric known to be pro- 
duced in the country. 

Bangladesh investigated 
the matter and blnsbingly 
conceded there had been 
widespread abuse. In a com- 
promise, the EU has offered 
limited derogations from its 
GSP rules whole Bangladesh 
has redoubled policing of the 
sector’s paperwork. “We 
hope and believe the prob- 
lems are over,” says Michael 
Drury, European Commis- 
sion ambassador in Dhaka. 

Bigger challenges loom. To 
meet open competition’ after 
2005, the Bangladesh indus- 
try must compete without 
privilege with China, India, 
Pakistan. Sri Lanka and 
south-east Asian countries 
which offer similarly cheap 
and productive labour but 
also higher quality clothes 


and greater integration of 
their garments industries. 

The task for Bangladesh's 
garment makers is to manu- 
facture more of their fabric 
and other inputs, increasing 
the “backward linkages" in 
the sector through invest- 
ment in yam spinning and 
textiles mills. Mr Quddus 
says just 40 per cent of the 
inputs - including not just, 
yarns and textiles but also 
zippers, buttons and other 
flnightng items - used by the 
industry are made locally. 
The question is whether the 
sector can raise the invest- 
ment necessary to raise local 
content 

But the garments industry 
is dominated by first-genera- 
tion businesses - the whole 
sector is no more than 15 
years old. Most businesses 
have financed growth in a 
low-capital Industry by jug- 
gling working capital, most 
of which comes from obtain- 
ing back-to-back letters of 
credit One serious cost of 
this is time: because of the 
need to finance the import of 
textiles it takes manufactur- 
ers about 120 days to turn 
round an order for foreign 
buyers. In China, local busi- 
nessmen say, it takes 75 
days, given locally available 
textiles and other inputs. 

Bank credit in Bangladesh 
is both tight and short-term 
and the country’s ailing pub- 
lic banks are increasingly 
reluctant lenders. The stock 
market is in the doldrums. 
The BGMEA therefore pins 
the industry’s hopes on 
increased foreign investment 
into the textiles indus- 
try - which is rising and 
reached $99m in the past 18 
months -and. perhaps more 
vainly, in some leeway being 
granted by t he W orld Trade 
Organisation (WTO). 

Tofael Ahmed, minister of 
commerce and industry, says 
he win seek an immediate 30 
per cent increase in quotas 
for Bangladesh and other 
low-income countries at the 
WTO ministerial meeting in 
Geneva later this month, 
while seeking to extend the 
WTO's 2005 deadline. 

He is responding to some 
concern at home. “The quota 
phase-out was set in 1994; 
it’s not in favour of the 
lower income' countries," 
says Nurul Haque Sikder, 
chairman of the Palmal gar- 
ments group which has a 
S40m turnover!. “In 10 years, 
you cannot equip yourselves 
with all these backward link- 
ages. We’re trying, but we’re 
very young.” 
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Simple maths indicated a 
mind-boggling potential 


When Bangladesh last year 
deregulated its air industry 
to permit domestic 
competition to Biman, the 
state carrier, simple maths 
indicated there was a 
potential opportunity. 

“If you look at ft. you 
have a country with 125m 
people and only four B im an 
aircraft servicing the entire 
population." says Shahab 
Sattar, managing director 
of the newly-fledged GMG 
Airlines. “It's 
mind-boggling.” 

Certainly, in one of the 
world’s poorest countries, 
only a small fraction can 
afford air travel. And 
Biman, though profitable 
overall, loses an estimated 
S5m annually on its 
domestic routes. 

Nevertheless, a small 
fraction of 125m people 
could - concluded Mr Sattar 
and his brother Nini. both 
pilots and directors of GMG 
Industrial Corporation 

- support a viable private 
airline. 

“Three's clearly a need 
fa* air travel in 
Bangladesh, and Biman is a 
non-starter,” he says of the 
Infam ously undependable 
state carrier- Biman 's poor 
domestic performance has 
helped make private entry 
into the sector politically 
palatable. 

t jst May, soon after the 
deregulation, Mr Sattar 
therefore approached 
Bombardier, the world's 
thlrd-largesi aircraft maker 
and specialist in smaller 
regional aircraft, with a 
proposal to help establish a 
private airline. 

Bombardier took little 
time to agree, and last 
month three Dash 8 1M 
aircraft to tl» airline's 
blue, white and yellow 
liver)' - upholstered 
throughout In leather 

- began uriredaiiy service* 
from Dhaka to Chittagong, 
the southern port city* and 
Sflhet ft* Bangladesh s 


north-eastern earner. 

“It was a very quick 
deal.” says George Stevens, 
Bombardier’s director of 
Asia-Pacific sales. “Much 
quicker than you’d expect 
to manage elsewhere in the 
region.” 

For the Toronto-based 
aircraft maker, GMG’s 
proposal offered a foothold 
Into south Asia, where 
Bombardier has long eyed 
the Indian market but had 
hitherto managed the sale 
of just one Dash 8, to the 
Maldives. 

The Canadian company 
was impressed with the 
business record of GMG, a 
second-generation family 
business with turnover of 
about 815m, chiefly from 
consumer goods, and with 
GMG’s business plan. It 
agreed to s five-year tease 

of the three seven-year-old 
Dash 8s. 

“It wasn't hard for 
Bombardier to see that if 
we got our business 
estimates even half right 
we could make a real dent 
ta the market” says Mr 
Sattar, a Wharton Business 
School graduate. 

Bombardier thus 
effectively financed the 
airline’s start-up in a deal 
worth as investment of 
S24JD, the market price of 
the three 37-seater 

turbo-props. GMG borro wed 
a small amount of working 
capital from local b anks . 

Without giving details of 
the lease agreement Mr 
Stevens says it is “industry 
s tandar d", with GMG 
paying lease and .. 
maintenance .rates, while 

also agreeing to a series of 
security requirements. . 

GMG also expects to lease 
an additional pair or 
54-seater Dash 8 800 series 
aircraft before the end of 
this year - establishing 
what Mr Sattar eventually 
hopes will become a 
regional airline, serving, not 
only domestic Bangladesh 


airports but also routes to 
Calcutta and the Indian 
north-east, Nepal and 
perhaps also Bhutan. 

TO break even, he says, 
GMG Airlines mart reach 
70 per coit capacity on a 
network soon to expand to 
include flights from Dhaka 
to Jessore and also from 
iessore-Cbittaeang and 
Chittagung-Sflhet, neither 
of which routes are served 
- by B iman. 

Through such additional 
routes, he says, the new ' 

. .airline could within a year 
expand the country's 
domestic air travel business 
by 30 per cent from the . 
current 580,000 passengers 
currently carried annually 
by Biman. 

“ Mr Sattar believes the 
airline will make a profit 
after a year, by which time 
be expects the new 
company to reach a 
turnover of $15m 
- absorbing even the high 
initial cost of having 
expatriate pilots and some 
expatriate cabin crew untD 
the com pa ny can train local 
crew and pilots^ 

Bombardier expresses 
confidence that GMG will 
meet its business plan. And, 

altbongh GMG has two 
local private competitors In 
Aero Bengal Airlines and 
Air Parabat, both are 
smaller, use older east 
European aircraft and lack 
the kind of service backing 
and implici t financial 
support available from 
Bombardier. 

Moreover, the 
g o vern m ent has already 
signalled that it wishes 
Biman gradually to 
withdraw from its 
loss-making domestic 
services, to focus instead on 
developing its profitable 
Middle Eastern, UK and US 
routes - perhaps in 
strategic affiance with an 
international airline. “The 

government is keen to see 
GMG succeed.” says a 


well-placed local 
businessman* 

Indeed, the government 
recently offered GMG a 
fillip by raising Biman's 
domestic fares by 30 per 
cent, closing what at the 
private airline’s launch had 
been a 60 per cent 
difference between GMG’s 
fares (Tkl.795 - or $40 

-from Dhaka to 
Chittagong, for example) 
and those of the state 
carrier. 

GMG has already 
concluded a code-sharing 
agreement with British 
Airways, which Hies five 
times a week into Dhaka, 
and H expects to get 
significant business in 
particular by ferrying the 
disproportionately large 
number of Bangladeshis 
firing in the UK who hafl 
from the small province of 
Sflh et- The impending 
arrival of the gas industry’s 
advance guard of engineers 
and drillers is also likely to 
boost GMG’s business. 

Altogether, believes Mr 
Sattar, the project proves 
what can be accomplished 
in Bangladesh, despite its 
r e p ut a tion as a 
bureaucratic jungle for 
investors. 

He makes the point that 

the domestic air 

deregulation came without 
many conditions, unlike 
India which required 
private operators to service 
minor and often 
loss-making routes to 
protect the easting state 
carrier. “The deregulation 
is tree deregulation," he 
says. “Three really are no 
limitations." 

Last year, the 
government simultaneously 
permitted for the first time < 
private operators in ! 

international air cargo and 
domestic helicopter 
services. GMG las taken 
out licences for both. 

Mark Nicholson 


The programme ; 
has stalled in the 
foce of opposition 
by bureaucrats 
and corruption - 

If you want to. show a will 
to privatise,' how better 
than to appoint someone 
'from the private sector; , to 
■head up tbe. effort?' Hurt, at 
least, appeared .. the. govern- 
ment's logic behind the 
appointment a year .ago of 
Kaa ZafaruUah, bead of a 
?24m turnover food .process- 
ing and textiles group; ‘ «u. 
i-hairnmn of Bangladesh's 
iaivatisation board. 

By the time --be arrives 
among the bureaucrats, at 
9am, Mr Zafardllah has. 
already spent an. hour at fate 
business office, to which he 
returns when .'file board, ' a 
statutory body established 
' in 1993, doses for the day. 
He now works weekends 
with his company to keep 
up. At first, he says, the 
bureaucrats found jt hard to 

keep up with Mm. • 

In the early months he 
pushed through the sales of 
18 of Bangladesh’s ,270 
remaining state-owned 
enterprises (SOEs), already 
more than ftp doxes iy priva- 
tised during the five-year 
tenure of the former Bangla- 
desh Nationalist Party, gov- 
ernment. His business-like 
energy, rare amid Bangla- 
desh’s notorious bureau- 
cracy, has won plaudits, 
from aid donocs. 

“Its just great to have 
someone with such energy; 
he’s very impressive” says 
the local head of one multi- 
lateral agency. 

But the pace has stalled 
since. 

“In the first six months, 
the bureaucrats didn’t 
really know bow fart I was 
moving,” says Mr Zafarol- 
lah. "Then they got their act 
together.” And that, he 
explains, is am on g the chief 
problems with Bangladesh's 
faltering privatisation pro- 
gramme. “Now the labour 
unions, the dishonest politi- 
cians, the vested interests, 
the bnreaucrats have got 
together, and they’re oppos- 
ing privatisation.” 


.Even within the govern- 
ing Awami League, of 
winch Mr ZafaruUah is a 
member, there are political 
doubts.. Although he says 
Sheikh Hasina r .the AL 
prime minister to whom he 
also claims, to be (dose. Is 
*?veiy committed” to privati- 
sation in principle, be reck- 
ons only about a third of the 

party are of the same mind. 
“Thirty "per cent are also 
willing to go along with it,” 
he says, “but there are 30 
per cent who don't see it as 
a solution.” • " 

But same solution is nec- 
essary to the fiscal dead- 
weight of Bangladesh’s inef- 
ficient and loss-making 
public . enterprises - which 
jnctude a host of interests 
embracing dozens of jute 
mills, textile mills, sugar 
and cement companies, 
chemicals, wood and furni- 
ture plants. '• ' 

Mr Zafarullah. reckons 
combined annual losses are 
between 5500m and tGOOm.a 
year. “We keep asking for 
doxior money, but if we 
could trice care of the SOEs 
we could build a bridge over 
the Yamuna' river every 
year - from our own 
resources," he says. 

Privatisation has, there- 
fore/ been a consistent 
demand of Bangladesh's 
multilateral and bilateral 
donors, ^ a policy equally 
consistently voiced by Bang- 
ladeshi governments. 

But progress to date has 
beau mixed, hot just 
because of bureaucratic 
resistance pniiHai sus- 
picion, but also by virtue of 
the quality of the enter- 
prises an offer. 

A large part of the 
unbundling of the wide- 
spread nationalisation of 
the early 1970s, under Ban- 
gladesh's first post-libera- 
tion Awami League govern- 
ment, was accomplished 
throughout the 1980s, partic- 
ularly under the military 
rule of Gen real Brshari. Dp 
to 1991, the end of military 
rule, the government had 
divested about 700 enter- 
prises, cutting the share of 
public enterprises in the 
economy to 43 per cent of 
total manufacturing assets 


from 77 per cent, according 
to research by the Centre 
for Policy Dialogue in 
Dhaka. 

But of these enterprises, 
many of them ailing textiles 
mills or jute mills, about 
half have closed down since 
being privatised. A recent 
World Bank study found 
that 49 per cent of 497 priva- 
tised units it studied had 
closed. In many cases, the 
buyers took the assets pri- 
marily for the value of the 
land. 

Many Bangladeshi busi- 
nessmen say they are not 
tempted by the residual 
SOEs currently on offer. On 
the present government’s 
list of 84 enterprises identi- 
fied for privatisation, most 
are ailing textile, jute or 
sugar mills. 

Moreover, the modes of 
privatisation are currently 
limited. Sales can be either 
by international tender or 
by public offer of shares 

- the latter at present con- 
strained by the rfigmai state 
of the stock market after 
last year’s spectacular 
crash. 

This is one of the aspects 
Of the pTYi graminp tha t Mr 
Taftnuflah says he ahrw to 
change. Having run into a 
wall of bureaucratic and 
political resistance, much of 

it from nfRria7R pn i nyfn g a 

“rent” from the existing 
state units, he believes the 
solution lies in circumvent- 
ing the opposition by bed- 
ding the privatisation pro- 
cess in newly framed 

le gislation 

- With assistance from the 
UK-based Adam Smith insti- 
tute, a draft law has been 
completed which would give 
the Privatisation Board new 
legal authority. It would 
broaden the permissible 
means of privatisation and, 
among other things, offer 
some protection far bureau- 
crats involved in asset sales. 
Mr Zafarullah says that 
many of these bureaucrats 
resist privatisation partly 
because they fear that a 
change of political regime in 
this most politically divided 
of countries could open 
them to retrospective legal 
action. “Officials always 


have in the back of their 
minds what happens when 
the government changes," 
he says. 

The law is expected to go 
before parliament within 
the next three months. 
Meanwhile. Mr Zafarullah 
has engaged on the delicate 
task of convincing the vari- 
ous lobbies opposed to pri- 
vatisation of the pro- 
gramme’s potential benefits. 
The board has already spon- 
sored trips for MPs, bureau- 
crats and labour leaders to 
countries including Sri 
ijnica , Malaysia and India 
to expose them to examples 
of successful public asset 
sales. 

Some way ahead, says Mr 
Zafarullah, lies the prospect 
of the government divesting 
itself of some of its more 
jealously guarded assets. 

Private and foreign 
investment has been 
encouraged in power gener- 
ation. with bids already 
being considered and pro- 
cessed for private power 
plants. The telecoms sector 
has seen the recent award 
of licences for private cellu- 
lar telephone operators. 
And the government is con- 
sidering a strategic sale of 
up to 40 per cent of Biman, 
the state carrier, to a for- 
eign airline. 

Eventually, Mr Zafarullah 
suggests, the government 
should also consider privat- 
ising o r allo wing competi- 
tion to BTTB, the the state- 
run telephone company, and 
perhaps offering licences for 
private long-distance tele- 
coms operators. 

“If we want foreign inves- 
tors in this country, we 
have to offer them such 
deals - they’re not going to 
come out of love," he says. 

Mr Zafarullah says Sheikh 
Hasina is "very keen" to pri- 
vatise these sectors. But 
there will be political resis- 
tance. as he also acknowl- 
edges. 

“1 now understand how 
hard it is to get privatisa- 
tion moving in Third World 
countries, in the face of cor- 
rupt officials, politicians 
and union leaders. So I need 
allies." he says. “1 need to 
do a bit of politics myself." 


Whatever you make... 






...it costs less to make it in 
BANGLADESH 


Bangladesh has the lowest cost to production 
ratio in the world. 

Which means that no matter what you make, 
it will be much, much more economical to 
make it in Bangladesh. Add to that the fact 
that we have one of the lowest inflation rates 
in the whole of Asia, and a pro-investment 
government Our economic ffijerafization and 
investment poSdes have encouraged some 
of the biggest names in the business to set 
up operations in Bangladesh. Names like 
UNILEVER, BRITISH AMERICAN 
TOBACCO, HOECHST. BATA CIBA-GEIGY, 


BASF. MARUBENI, CHIYODA, SINGER, 
SIEMENS, TOOTAL, NESTLE. ' AKZO 
NOBEL, NEW ZEALAND DAIRY BOARD. 
KUOK GROUP. OCCIDENTAL, DAEWOO, 
HYUNDAI. BOC. RHONE POULENC 
RORER. 

There's one name missing though, a name 
we'd love to add to this fist. YOURS. But you’ll 
want to Know more about what Bangladesh 
can do for your business. Vbu could write to 
any of the organizations, but it would be 
easier to get in touch with us. 

We're standing by for your call. 




Bel 


BOARD OF INVESTMENT 

PRIME MINISTERS OFFICE, 10 DBkusha CA Dhaka 1000 Bangladesh. Phones : S55937B 9563570 
Fax : 8802-9562312. Emafl : ecboiGbdknaiLnet 
Website : http^Awwvrt.drSuiet/boI, http-Jteervicss-tookwLorg/boi 
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BANGLADESH 


ELECTRICITY • by Robert Corzine 



NATURAL GAS* by Robert Corzine 


Ii Chronic power shortages Prosperity - and problems 

A _ . . .. r • ™ — ..i. -i i — Tpp — r — sn — 1 .. _ .nmiialis annrruoh 


The industry 
must overcome a 
legacy of 
badly-maintained 
and ageing plants 

For 85 per cent of 
Bangladesh's 125m or so 
people, the parlous state of 
the country's power genera- 
tion sector is of little direct 
interest, given the fact that 
they have never had electric- 
ity and are unlikely to do so 
for many years to come. 

But for urban dwellers and 
businesses, the regular 
brownouts and blackouts 
that roll across Bangladesh's 
cities and towns are more 
than just a nuisance. The 
Jack of reliable and secure 
electricity supplies is having 
a big knock-on effect on the 
economy, limiting the expan- 
sion of some industries and 
forcing others to generate 
their own power at higher 
costs. 

Government officials say 
the opening of the sector to 
private, and especially for- 
eign. investment should lead 
to early improvements. But 
there is widespread scepti- 
cism that the chronic power 
shortages will end any time 
soon. "Their power needs 
were urgent four years ago,” 
says one western electricity' 
executive. "They are now 
critical.” 

Mr Nuruddln Kamal. 
chairman of the state-owned 
Power Development Board 
(PDBi that oversees the sec- 
tor. acknowledges that the 
system is fragile. He says the 
"lack of any real develop- 
ment plan for the sector" is 
partly to blame for the pres- 
ent situation, in which the 
country faces a generating 
deficit of 350-450MW. 

"Up until 1990. we had a 
pretty easy life." says Mr 
Kamal. because foreign aid 
donors such as the World 
Bank were especially keen to 
fund power generation pro- 
jects. 

But that willingness soon 
waned. In large part because 
of rising "system losses" - a 
euphemism for customers’ 
failure to pay and the wide- 



Some generating stations operate at only 30 per cent efficiency 


The immediate problem 
should be eased somewhat 
when the new Sangu gas 
field in the Bay of Bengal is 
In fUll production. This will 
supply two gas-fired generat- 
ing plants in Chittagong 
which have been idle 
because of a shortage of fitel. 
However, officials acknowl- 
edge that one of the plants 
suffers from technical prob- 
lems that could undermine 
its ability to provide power 
to the electricity grid. 

But even adequate fuel 
supplies and the provision of 
new. privately-owned power 
plants are unlikely to over- 
come a legacy of ageing and 
poorly-maintained generat- 
ing stations operating at 30 
per cent or so efficiency. 
“It's like shooting at a mov- 
ing target." says Tawfiq-e-E- 
lahi Chowdbury, the govern- 
ment's energy secretary, as 
he reviews plans to boost 
electricity output. 

Some private sector 
experts believe that over the 
□ext five years the country 
will need to replace 3040 per 
cent of its present generat- 
ing capacity of about 
1.9Q0MW. even before it con- 
siders new plants to cope 
with a shall) rise in demand 
and to extend the system 
into more of the rural areas. 

Officials admit that they 
are unable to close plants for 
extended maintenance 
because of the shortfall in 
supplies, even though that 
brings forward the eventual 
failure of such stations. 

The first step in the gov- 
ernment's plan to revitalise 
the industry' involves the 


spread illegal tapping of construction of four barge- 
power lines. Such losses are mounted generating stations 


now running at about 45 per 
cent 


to alleviate the worst of the 
shortages. The first scheme. 


at Khulna, is expected to 
come onstream in August. 
But the development of the 
barge stations illustrates 
some of the problems of 
investing in Bangladesh's 
power sector. 

Industry observers say the 
government's Inexperience 
in drawing up power pur- 
chase agreements with the 
private sector and assessing 
the quality and capabilities 
of the bidders has added con- 
siderable delays to the pro- 
cess. 

"This is a very sophisti- 
cated business.*' says one 
western power executive. 
‘‘The government simply 
doesn't have the ability to 
field a skilled negotiating 
team.” He says that for 
larger plants in the 350MW 
range "it can take four years 
to get the deal done. It tends 
to take seven years from ini- 
tial talks to when the power 
comes onstream. That's the 
tragedy.” 

Difficulties in acquiring 
land have also slowed the 
development of the indepen- 
dent power sector. Such 
problems have undermined 
the ability of the promoters 
of the barge projects to raise 
money. Of the four proposed 
barge-mounted plants, only 
Khulna appears close to 
financial closure, according 
to officials and bankers. 

Mr M uhamm ad Aziz Khan, 
chairman of the Summit 
Group which is the only 
Bangladeshi company to so 
far enter the sector, says the 
International Finance Corpo- 
ration is to review the SI 08m 
Khulna power project on 
May 21 as a matter of prior- 
ity. The plant’s backers 
includes engine manufac- 
turer WartsiDa. which has so 


far carried the expenses of 
the project on its balance 
sheet. Khulna power is hop- 
ing to secure 70 per cent 
debt financing through the 
IFC and an IFC-led consor- 
tium of banks. 

Some economists, how- 
ever. question the ability of 
the Dhaka government to 
buy power over the long 
term from the new indepen- 
dent plants, given that PDB 
is already s ailing electricity 
at a loss, and the costs of the 
barge plants in particular 
are considerably higher than 
conventional generation 

would be. 

Mr Khan dismisses such 
concerns as “rubbish". He 
notes that "priority number 
one for the government is to 
finance the electricity sec- 
tor" given its crucial role in 
underpinning economic 
growth. 

He also dismisses criticism 
from some other power com- 
panies that the barges are 
inappropriate as part of a 
medium-term solution to 
Bangladesh's power needs. 

The proposed barge plants 
will sell electricity at jost 
over 5 cents per kilowatt 
hour, compared with 2.7 
cents for a large combined 
cycle gas plant being pro- 
moted by AES of the US. 
“The barges are a logical 
and appropriate option." 
says Mr Khan, “especially 
when you compare their 
costs with what yon lose in 
production by not having 
electricity." 

Other power executives 
argue that although barge 
stations are "fine in a cri- 
sis." their backers may find 
it harder to justify the 
higher costs over the long 
term. “The next government 
might turn around and say 
'Why are we getting raped 
when we can get power at 
half that cost'” 

But even with its prob- 
lems, the electricity sector 
still attracts potential inves- 
tors. MPI International, a 
power subsidiary of Cinergy 
of the US, wants to use gas 
from the Semutang field to 
ftiel a land-based unit of 
between 80MW and 120MW, 
which it claims can be opera- 
tional within nine months. 
“Our objective this year is to 
invest money in Bangla- 
desh," say MPI executives. 
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J The government 

- has come under 
[ fire for 

- the way it has 
handled licensing 

f The same ancient geological 
i crash of continents that cre- 
; a ted the Himalayas may 

- have also formed a perfect 
i series of underground traps 
f for natural gas in eastern 
! Bangladesh. At least that is 

the hope of western geolo- 
i gists who believe the coon- 
i try may emerge as a world- 
class supplier of gas in the 
i coming decades. 

! Reserve estimates for Ban- 
■ gladesh vary widely. Current 
i proven gas reserves are a 

- relatively modest 11 trillion 
i cubic feet (TCP) 0 r so.- But 

the promising geology has 
led to estimates as high as 80 
i TCF. although many experts 

- use a more conservative 
30-50 TCF range. 

i That, however, would be 
> more than enough to cover 
Bangladesh's domestic needs 
for many years to come 

- and supply a growing 
regional export market 

But the history of the 
country’s second exploration 
licensing round launched 
last year suggests the devel- 
opment of Bangladesh’s gas 
industry may not proceed all 
that smoothly. Critics say 
the government was 
over-ambitious in opening 
bidding on virtually the 
whole country. They also 
say that individual blocks 

- equivalent to 30 blocks in 
the UK sector of the North 
Sea - were too large. 

“Their big problem now is 
how to extricate themselves 
from the mess they created," 
says one western diplomat in 
Dakha. “They should only 
have offered three or four 
choice blocks/ 
Tawfiq-e-Elahi Chow- 
dhury, the senior bureaucrat 
in charge of the bid round, 
admits that the Dhaka gov- 
ernment was unprepared for 
the overwhelming response 
by international oil compa- 
nies: “We had never had a 
competitive bidding round 
before," he notes. “With 
hindsight, one could legiti- 
mately ask whether we 
should have offered as many 
blocks as we have." 

The list of companies 
which responded include 
some of the biggest in the 
industry, such as Royal 
Dutch/Shell, Chevron, Tex- 
aco, Mobil, Total and UnocaL 
The fact that such large 
companies, which are only 
drawn to equally large pro- 
jects, have entered the com- 
petition underscores Bangla- 
desh's potential as a gas 
producer. 

But the round has been 
marred by delays, charges 
that the rules have been 
changed in mid-process to 
suit the needs of some com- 
panies, and allegations that 
it has become politicised. 

The situation is such that 
senior officials from both the 
US and British governments 
recently used official visits 
to Bangladesh to appeal to 
Sheikh Hasina, the prime 
minister, for greater trans- 
parency in the selection pro- 
cess. 

The confusion surround- 
ing the round stems from 
several factors. The first is 
simply the scale of the 
response and Bangladesh's 
limited administrative abil- 
ity to assess the bids. The 
delay also allowed the politi- 
cal pressure being exerted In 
favour of specific bidders to 
intensify. 

Diplomats also attribute 
part of the delay to govern- 
ment reluctance to take any 
decision that may give politi- 
cal ammunition to the oppo- 
sition. 

There has also been resis- 
tance to the bidding round 
from inside the bureaucracy 
and state sector, including 
Petrobangla, the national oil 
company. Mr Chowdbury 
accepts that "there has been 
resistance and misgivings in 
some quarters. When you 
bring in new things, people 
feel threatened." 

The delays have also 
allowed the foreign compa- 
nies to raise broader issues 
only indirectly related to the 
specific bids. The formal bids 
mainly concern the extent 
and speed of seismic surveys 
i and exploration drilling pro- 
grammes. But companies 
have also been lobbying 
strongly with “visions" of 
how they see the country’s 
gas industry developing. 
These "visions" include 
domestic and export pipeline 
schemes, integrated power 
projects and the develop- 
ment of new industries 
based on the prospect of 
large-scale gas supplies. 

Officials deny that such 
grand schemes have played 
a part in deciding which 
companies will receive 
exploration licences: “We’ve ; 
not been carried away by 
visions," Insists Mr Chow- 
dhurv. “They will not form 


part of the contracts . . . as of 
now these are non-issues." ‘ 

Politicians, diplomats and 
industry observers are not 
so sure. They wonder 
whether Bangladeshi minis- 
ters and officials folly com- 
prehend the complexity of 
some of the oil company 
agendas. 

Some companies have 
argued that Bangladesh 
would be better off selecting 
a limited number of mainly 
big foreign oil companies to 
develop the industry in a co- 
ordinated way. But some 
officials and politic ians see 
that as being akin to ensur- 
ing that the gas sector will 
be dominated by a few com- 
panies. 

In recent months, the 

A warm League government 
has indicated that it will opt 
for as wide a spread of par- 



Shaikh Hasina; appeals from 
British and US officials 

and prospects to meet 
domestic demand for at least 
a decade. That means any 
new discoveries could be 
available for export But the 


tidpants as passible, even if affidal policy is that Bangta- 


that puts yet more strain on 
an already overwhelmed 
bureaucracy. 

The potential for misun- 
derstanding is magnified by 
uncertainty over gas 
exports. Those foreign com- 
panies with existing 
operations in Bangladesh, 
such as the UK’s Cairn 
Energy, Shell and Occidental 
of the US. have projects 
aimed at supplying the 
domestic market. Many 
observers believe the three 
companies have sufficient 
reserves from existing fields 


desh needs a much more 
detailed idea of its eventual 
gas reserves before commit- 
ting itself to any export 
There is also a nat- 
ural wish to see as many 
gas-based industries as possi- 
ble develop in Bangladesh. 

Some officials and politi- 
cians are also more attracted 
to the idea of exporting the 
gas In the form of electricity 
generated in the country. 

Privately politicians from 
both the ruling Awami 
League and the opposition 
Bangladesh National Party 


Off-shore find provoked 
international interest 


Operators of offshore oil and 
gas platforms have to take 
many factors into account 
when designing such 
structures, writes Robert 
Corzine. 1316 likely effects of 
wind, waves and violent 
storms must all be reflected 
in the design, along with 
any local peculiarities, such 
as the presence of heavy 
ship traffic. However, few 
offshore operators have had 
to plan for possible pirate 
attacks. 

But in the Bay of Bengal 
the threat of being 
plundered by pirates Is real, 
so the builders of the San go. 
platform, sitting on top of 
Bangladesh’s newest gas 
field, had to factor that 
possibility into their design. 

Special security measures 
have been employed to deter 
attacks on the normally 
unmanned facility. In 
addition, crewmen on board 
the field's standby vessel, 
which constantly patrols 
around the platform, have 
been armed. 

Sangu is unique in other 
ways as well. It was the 
discovery that triggered the 
present wave of 
international interest in 
Bangladesh’s gas industry. 
Lying in just 8m of muddy 
water in the Bay of Bengal, 


about 50km off the coast, 
the Field is set to increase 
the country's gas output by 
25 per cent. 

Discovered by Cairn 
Energy in 1996 and 
developed by a consortium 
that includes Cairn. Royal 
Dutch/Shell. Halliburton of 
the US and Petrobangla. the 
state energy company. It is 
the country's first 
offshore field. Its wells have 
proved particularly prolific, 
with especially high flow 
rates. 

Cairn executives say 
Sangu may also prove to be 
much larger than the 
official reserve estimate of 
8481m cu ft, or the present 
best estimate of just over 1 
trillion cu ft (TCF), which 
Cairn describes as 
“conservative." 

Executives hope that gas 
will be discovered In 
especially deep sections of 
the geological trench of 
which Sangu is a part. “If It 
does, then Sangu’s ultimate 
reserves could be another 
1TCF-2TCF," according to 
Bill Gamxnell, Cairn’s chief 
executive. 

The consortium has 
already planned for 
expansion. The pipeline 
Unking the field with an 
onshore processing facility 


can handle 500m cu ft a day; 
more than doable the initial 
output of about 200m cf/d. 

But Sangu's development 
has not been entirely 
smooth and free of 
controversy. The cost of tbe 
project mushroomed from 
an original estimate of 
$188m to between $250m 
and S260m. “We were 
over-ambitious," admits 
Michael Watts, Cairn’s 
exploration director. The 
cost overruns led to critical 
press comment and 
suggestions of profiteering, 
charges hotly denied by 
Cairn. 

The development of the 
field has also been linked In 
the press to higher domestic 
gas prices in Bangladesh. 
Cairn executives deny such 
linkages, and note that the 
price for Sangu gas is set at 
a discount to that of high 
sulphur fuel oil in 
Singapore, which over the 
past year has traded at a 
considerable discount to 
leading international erode 
price markers such as Brent 
Blend or West Texas 
Intermediate. 

They say Sangu gas prices 
are also much lower than 
those that apply to the 
company’s fields in 
neighbouring India. 
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sav a pragmatic approach to 
exports is likely to 
emerge, especially if there 
are several big discoveries in 
the early stages of explora- 
tion. 

The need to diversily the 
country's export base may 
also dictate the timing of 
any gas exports: "Eventually 
they will be compelled to 
export gas for economic rea- 
sons," says one Dhaka-based 
diplomat There is certainly 
a ready market in India, 
where energy demand is far 
outpacing domestic supplies. 

Industry executives say 
India is ready to buy Bangla- 
deshi gas now if it was avail- 
able. Cairn, operator of the 
new Sangu field near Chitta- 
gong. estimates that reserves 
of about 7 TCF would be 
enough to supply a pipeline 
carrying between one billion 
cubic metres and two billion 
cubic metres a day to power 
stations and industry in 
eastern India. That would 
probably earn the govern- 
ment about 8500m a year. 

But the big test for Ban- 
gladesh will be whether it 
can develop the expertise 
needed to oversee the cre- 
ation of such a politically 
sensitive and technically-de- 
manding industry. 

“They need to ensure that 
it doesn't get captured by 
short-sighted or greedy 
people," says one western 
expert. 
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